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ELEVENTH ANNUAL 
CONFERENCE 
RECORDS SUCCESS 


W. M. Campbell 
Chairman 
1961 Annual Conference 


In submitting his report at the Annual Meeting of the Members of the National 
Society for Business Budgeting at Dallas, May 26, 1961, Mr. W. M. Campbell, Chair- 
man of the 1961 Annual Conference stated: “The Dallas Chapter indeed enjoyed the 
privilege of being your host at the Eleventh Annual Conference. We sincerely hope 
that the Conference was up to N.S.B.B. standards and that each participant gained 
many useful ideas from the speeches, seminars, and discussions with fellow business 


planners.” 


Those who attended could not help but concur that Dallas and Big Tex, in particu- 
lar, were outstanding convention hosts. The warmth of their welcome was in the finest 


tradition of the Society's past Conferences. Their speakers were excellent. 


BUSINESS BUDGETING takes pleasure in presenting on the following pages 
three selections from the proceedings of the Eleventh Annual Conference of the Society 


just as they were delivered, free of any editing, so that those of you who did not at- 


tend might better appreciate the excellence of the Conference programming. E- 
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PLANNING INTERNATIONAL 


OPERATIONS 


W. D. McGuire 
Kimberly-Clark Corporation 
Manager, Long Range Planning 


Mr. McGuire is a graduate of the University of Wisconsin and has 


his Certified Public Accountants Certificate from the State of Wis- 
consin. He is currently chairman of the Governor's Business Practices 
Committee, National Chairman of the Society of Planning Associ- 
ates, and is a past president of the National Society for Business 
Budgeting. During the past ten years Mr. McGuire has made num- 
erous presentations to various accounting organizations, technical 
societies and educational institutions. He is presently the manager 
of Long Range Planning for Kimberly-Clark Corporation in Neenah, 


Wisconsin. 


This is a very special occasion for me — and 
a very challenging opportunity. The National 
Society for Business Budgeting has been some- 
thing special to me for quite a while. I have 
always been proud to be a member and especially 
proud to have had a small part in the develop- 
ment of the organization over the years. 


Relatively speaking N.S.B.B. is still a young 
organization. But to those of you who are just 
becoming acquainted with us, I hope we will be 
able to prove that we are a pretty lusty young 
outfit. 

It is a special challenge to me to be the first 
speaker at this 1961 Conference in Dallas. Each 
year our national conference has been “just a 
little bit better” than that of the previous year. 
That is as it should be. I hope I can contribute 
to making this Conference “just a little bit bet- 
ter” than the one held in Cincinnati last year. 


Each time I sit down to prepare my remarks 
for an assignment such as this, I begin by kicking 
myself for undertaking to cover such a broad 
and complex subject in so short a time. This 
one is certainly no exception. 


The program brochure indicates that we would 


talk about four aspects of planning international 
Operations: 
1. The participation of local interests in your 
projects. 


The difficulties of collecting reliable data. 


The complications in calculating projected 
profitability — the projected rate of return. 


4. The effect of local tax laws on the corpor- 
ate structure. 


Some weeks ago I had just begun to organize 
some of the subjects I wanted to cover when 
President Kennedy released his tax proposals for 
this country; a very important part of which 
you will remember recommended that the earn- 
ings of U.S. companies in the so-called developed 
countries be subject to U.S. income tax when 
earned, rather than when transmitted to the 
United States. I felt so strongly about that part 
of the proposal that I felt I should spend part 
of my time discussing that particular part of the 
President's program. So, I would like to sub- 
stitute a few remarks on the subject for the last 
item — the effect of local tax laws on the cor- 


porate structure. 
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Even though it seems to me that, for this 
session of Congress at least, there is little chance 
that Congress will enact the President's proposal 
into law, I think we should discuss the proposal 
on the basis that it should never have been made 
in the first place. Taken at face value it indicated 
a startling lack of appreciation of the problems 
facing U.S. companies operating abroad. 


As a qualification I would like to say that to 
a very great extent our total discussion will be 
against the background of physically manufactur- 
ing overseas — as opposed to exporting or 
licensing agreements. 


Let's start with the assumption that investment 
decisions are made on the basis of profitability. 
The question of how profitability should be 
measured is, of course, a whole subject in itself. 
As some of you know, I am a strong proponent 
of the projected rate of return on investment, 
calculated by the present value or cash discount 
system, as a basis for measuring profitability. 


In any case, I used to think it was unnecessary 
to state the assumption that profitability was 
the basis for making investment decisions. But 
so much has been written recently on the general 
subject of the objectives of a business enterprise, 
that one must conclude that there is really seri- 
ous question in the minds of many people as 
to whether profitability, and particularly profit 
maximization, is a valid objective of a business 
enterprise. I would at least like to throw out 
to you the suggestion that the next time you 
read an article which questions the validity of 
profit maximization as a primary objective of 
business, test the criticisms against long-term 
profit maximization. I think you'll find that 
most of the objectives are leveled at short-term 
profitability being a valid objective, and the bal- 
ince by people who don't believe in the profit 
incentive in the first place. The special signific- 
ance in the area of international planning lies 
in the fact that the U.S. companies who can oper- 
ate successfully — profitably — abroad, are con- 
tributing to what can well be classified as the 
most important long-term objective of business 
enterprise in this country in total — the protec- 
tion and, more positively, the development of the 
free enterprise system. Because if we lose the busi- 
ness battle to socialism overseas a very long step 
will have been taken toward the loss of the most 


precious heritage of mankind — personal free- 
dom — first abroad — but inexorably at home 
as well. 


In a speech at Birmingham, Alabama just last 
month Henry Ford II said “Today, one thing 


should be clear to everybody. We are at economic 
war with World Communism. There is no pos- 
sible way to disengage our domestic economy 
from that war. Everything we do — or don’t do 
— at home and abroad affects it.” 


In the broadest sense, then, American industry 
has not only an opportunity, but indeed an obli- 
gation, to invest in profitable international oper- 
ations. 


Now comes, of course, the question of how 
to decide whether the project is going to be 
profitable. The first problem encountered is that 
the data on which to base a decision is almost 
always difficult to collect and, in some cases, 
virtually non-existent. If management tends to 
be conservative it is easy to immediately conclude 
that there simply is not information on which 
to make a decision, and to promptly cross the 
Opportunity off the list. If management is the 
“take a flyer” type it is equally easy to throw 
caution to the winds and jump in with both 
feet. The proper course of action lies in between. 
It is simply to admit that the information which 
is needed must be collected the hard way — by 
sending people to the specific location under con- 
sideration to develop the information. A specific 
example: 


The consumption of paper in India is just over 
2 Ibs. per person annually. In the United States 
it is over 425 lbs. per person. That fact, in addi- 
tion to what is known generally about India, is 
enough to indicate that there could well be an 
Opportunity for a paper manufacturer in India. 
It is not, on the other hand, sufficient informa- 
tion on which to proceed to India and build a 
paper mill. The fact that India has been civilized 
as long as it has, and still uses only 2 Ibs. of 
paper per person, is a consideration in itself. 
Local analysis, among other things, develops the 
following: 


(1) With an average death age of 32 years, 
a very high proportion of the people are 
in that stage of their life cycle where 
the very requirements of existence take 
everything they have — they don’t live 
long enough to get to that stage of life 
where paper products, to say nothing of 
luxuries, become possibilities. About half 
of the people in India are under 20 years 
of age. 


(2) With over 400 million people they sim- 
ply do not have enough of the products 
which can be produced in India, to be 
able to export their production. This 
means that they have no funds with 
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which to import the things they cannot 
produce. A particular point with refer- 
ence to paper in this regard is that it 
has been estimated that the use of all 
the raw material suitable for paper- 
making in India would not provide for 
annual consumption of more than 7-8 
Ibs. per capita. As a specific, bamboo, 
which is an important source of fiber, 
flowers about every 15 years and be- 
comes unproductive for the next five 
years. 

(3) Tradition in India, perhaps originally 
because of lack of paper, practically rules 
out the use of toilet tissue. A toilet tis- 
sue mill in India would be just a little 
more foolish than to start out to pro- 
duce roll toilet tissue in France — where 
85% of the bathrooms have fixtures 
for sheet tissue. 


(4) In short, general population information 
not only does not give you an insight 
into your potential market — it isn’t 
even a good guide. With respect to 
paper products, France’s population of 
50,000,000 becomes more like 
15,000,000 as compared to the 
180,000,000 people in the United 
States, and India’s 400,000,000 become 
less than 15,000,000 as a measure of 
an economic market. 


Even in the so-called developed countries of 
Western Europe the data on production and con- 
sumption is not nearly sufficient as a base for 
decision-making. Even if it were exact, and broken 
down into considerable detail, we would insist 
on an “on-the-spot” analysis by our own people. 
If we in Kimberly-Clark have learned anything 
about operating abroad it is this: Frenchmen, 
Englishmen, Japanese, and Indians are all mo- 
tivated by different buying pressures than are 
Americans. Their primary uses for cleansing tis- 
sues are different than ours. Their traditions, and 
as a matter of fact their facilities, with respect 
to disposable products are different than ours — 
and different than each others. Even Canadians 
want different products than Americans — and 
people who live in Quebec want different pro- 
ducts than those who live in Ontario. And wants 
are expressed in willingness to buy at varying price 
levels. Thus, in almost all cases, sound market 
analysis, under the supervision of people who 
have learned enough about the country to set 
up valid tests, is the only reasonable approach 
to establishing reasonable sales estimates. It also 
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forms the basis for deciding such questions as 
how much you can afford to spend on changing 
or “educating” the wants of the people of the 
country. Germany certainly must be classified as 
a developed country. But even there the tradi- 
tion of saving is so ingrained that a lot of money 
and effort is required to convince them that dis- 
posable products represent an addition to their 
standard of living — economical, social, and hy- 
gienic progress. 

I have neither the talent nor the time to des- 
cribe how to go about setting up valid market 
tests. Even if I did, generalizations would be 
worth very little. But I can emphasize again that 
the already considerable risk involved in inter- 
national operations will be markedly increased if 
the decisions are made without sound market in- 
formation, interpreted by people who know the 
local situation. 


Assuming that market analysis indicates that 
an attractive market exists, or can be economically 
generated, for your products, the next question 
which naturally arises is how to operate. If the 
election is made to “go it alone” there are the 
alternatives of operating as a branch or as a sub- 
sidiary, foreign or U.S. based. I am not going 
into detail on that other than to point out that 
if the President's tax proposals were adopted, one 
of the advantages of a legal entity over a branch 
would disappear, and secondly, to remind you that 
my remarks are mostly in the context of man- 
ufacturing overseas, and that branch variations 
and licensing agreements are usually associated 
with sales or relatively simple converting opera- 
tions. 


For a number of reasons, however, American 
companies have recently tended to organize their 
foreign ventures with some degree of local par- 
ticipation. Here are some of the reasons: 


1. Many countries, among them many of the 
Latin American countries, either by law, 
or as a condition to granting of necessary 
licenses or permits, simply prohibit opera- 
tion of 100% foreign-owned companies. 

2. Other countries make life so difficult for 
the 100% foreign-owned company through 
all sorts of devices, that it simply becomes 
uneconomical to operate. These devices 
can take the form of tax provisions, tariff 
protections for locally-controlled com- 
panies, restrictions as to ownership of cer- 
tain types of property, and refusal to al- 
low repatriation of earnings or capital. 
These should not be regarded as punitive 
actions by these foreign governments. The 
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tide of nationalism is running very strong 
and they naturally fear exploitation. They 
are not going to bank on an honest face 
as assurance that that is not your intention. 
A very important practical problem which 
faces them is that almost all of them op- 
erate in extremely difficult circumstances 
with respect to their international balance 
of payments. 


On the other hand, most governments 
realize that they must allow the American 
company to make an adequate return on 
its investment if they are to continue to 
invite the American capital and “know- 
how” that many of them need so badly. 
And government is in the act; because in 
most countries, all or part of the provisions 
of any agreement between local interests 
and outside interests must be approved by 
the government. Here again, it is well to 
have local legal representation. These 
people not only know the law of the land, 
but they also know the extent to which, 
and the force with which those laws are 
enforced. 


3. Thirdly, most American companies recog- 
nize that if a radical government attains 
control and expropriation becomes a threat, 
the chances of fair treatment are consider- 
ably better if you have local partners — 
unless, of course, they happen to be the 
leaders of the opposition government. In 
many cases the local partner himself, as- 
suming a successful, friendly operation, 
will feel a moral responsibility toward the 
rights of the U.S. investor and do a great 
deal to protect his interests. 


4. And by no means the least important goes 
back to our original discussion as to the 
necessity of knowing the country, its people 
and their traditions. More and more there 
seems to be agreement that American 
capital and techniques, (marketing, manu- 
facturing and management) combined 
with local knowledge of people, politics, 
and practices, forms the most effective 
basis for profitable operation. 


The question of degree of local ownership also 
has ramifications. If the U.S. company is turning 
over valuable trademarks and patents to the over- 
seas company, and express limitations cannot be 
written into the contract, there should be other 
very strong reasons why the local interest should 
exceed 49%. But the traditional idea that the 
US. company should have at least 51% owner- 


ship simply for the purpose of “controlling” the 
operation is beginning to fade in relative im- 
portance. I think that there are at least three 
reasons for this: 


1. Effective control by the U.S. partner can 
often be assured simply because the local 
partner is continually coming toward the 
US. interest for technical help. He came 
to him in the first place, he continues to 
rely on him, and he knows that the oper- 
ation could not be successful without him. 


2. Many of our US. companies are not will- 
ing, and sometimes not able, to supply the 
amount of capital which is required for 
majority ownership. Not only is there the 
question of availability of funds, but even 
assuming equal risk, the amount of money 
involved is a specific consideration. This 
is particularly true if the partnership in- 
volves operations which by their nature 
require high capital investment and if the 
partnership represents a joining of already 
operating locally-owned basic facilities 
with U.S. technical and marketing “know- 
how.” 


3. It is pretty generally recognized that if 
serious differences of opinion develop be- 
tween the local and U.S. interests they will 
not necessary be resolved in favor of the 
U.S. company simply because it owns 51% 
of the stock. The important thing here 
is to know your local partners before a 
contract is signed. Politics and objectives 
should be checked out together. It may 
sound like a detail, but if during negotia- 
tions, any significant personal antipathy or 
incompatibility develops between the two 
parties, that alone would be sufficient rea- 
son for either abandoning the project or 
at least starting a search for other partners. 


I do not mean to imply that every difference 
of opinion that pops up during the negotiations 
should signal the end of the project. It would 
be a rare case, indeed, if such things did not 
develop. Everyone naturally is looking out for his 
own best interest and striving to protect his own 
objectives — which often are quite different than 
the objectives of his prospective partner. For in- 
stance, the U.S. partner has the responsibility of 
proving to his stockholders that his decision to 
go into overseas markets was in their best in- 
terest and, within some reasonable time, has to 
show a return on his investment. Dividends to 
parent stockholders cannot be paid out of cash 
held in overseas companies and, in a minority 
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position, the U.S. partner's share of the earnings 
cannot even be included in the parent's P & L 
Statement. The local partner, on the other hand, 
may want to pursue a policy of complete re- 
tention of earnings, either because he doesn't need 
the dividends, or because he is emotionally dedi- 
cated to the development of his country at a pace 
which the U.S. interests may not feel is warranted. 
A specific here is the effect of development ce- 
bates or investment allowances which are in use 
by many foreign countries, and which the Presi- 
dent has proposed for this country. Combine such 
allowances with the terrific resistance which most 
foreigners have to paying income taxes (they 
are not conditioned to it as we are) and it may 
be very difficult to get together on dividend 
policy. In any case, it is a mistake to simply as- 
sume that both partners will have the same 
ideas about dividend pay-out versus earnings re- 
tention. As a matter of fact, they may well be 
just the opposite of the hypothesis which I pro- 


In addition, misunderstandings and misinter- 
pretations, particularly if more than one language 
is being used, are bound to occur. Patience, ability 
to understand the other's point of view, even if 
it seems to be based entirely on emotion, and the 
“guts” — if I may use the word — to consider 
the long-term attractiveness of the project are 
absolute requisites. 


The “fast-buck” approach has no place in 
overseas investments. It is exactly what foreign 
governments are trying to protect against and 
certainly does not contribute to improved rela- 
tionships between foreigners and U.S. companies 
operating in foreign countries. 


How, then, do we fit the technique of evalu- 
ation to the solution of these problems? When 
all of the information has been collected with 
a reasonable expenditure of time and money (tea- 
sonable with respect to the magnitude of the 
contemplated project), the first question to be 
answered is—"How profitable is the total opera- 
tion. Is it economically sound on a long-term 
basis?” 

In this first evaluation forget about who is 
going to own the operation and what kind of 
capital will be used. At least on an analytical 
basis, charge the operation with fair and normal 
overhead and management costs. Charge it with 
normal income tax rates, racher than on the basis 
of temporary tax credits. Test it on the basis that 
volumes and prices are lower than estimated; and 
that operating costs are higher than estimated. 
How much higher or lower? The only answer 
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to that is — to the extent that there are any 
doubts about the accuracy of the projection. Be 
sure to provide for working capital on the basis 
of local credit terms — 60 and 90 day credit 
is not at all unusual and working capital require- 
ments will ordinarily be much higher than a 
similar operation in the States. 


The time required for testing and calculating 
may be hard to find. These are usually “inter- 
esting” projects and everyone wants to know 
yesterday what they look like. A few weeks, or 
even a few days, spent in intelligent analysis is 
certainly justified where significant amounts of 
money are involved. The point is, however, that 
if the project cannot meet those tests and show 
a satisfactory rate of return, the probability is 
not high that it will turn out to be a profitable 
long-term investment as a result of temporary 
special tax and financial arrangements. 


Only after the normal profitability has been 
established should the special allowances which 
are granted to many overseas investments in the 
way of tax credits, investment allowances, and 
financing help be included in the calculations. I 
don’t mean to underestimate their importance. To 
the extent that they conserve the cash of the 
project in the early years, they can be extremely 
important, so that the funds which are almost 
always required for growth and development of 
the project are available. And I cannot fail, at 
this time, to point out that this is where the 
President's tax proposal fails so badly in its un- 
derstanding of the problems confronting US. 
companies operating abroad. The earnings of new 
projects abroad, even in the so-called developed 
countries, are seldom available as cash for trans- 
mission back to the States in the early years. They 
are the funds which are used to develop the pro- 
ject over the 3-5-7 years so often required to put 
the project on a going basis. The mere fact that 
somebody in Washington classifies the country 
as “developed” does not mean that your project 
is automatically “developed.” And if there are 
development Opportunities in the country, why 
should the U.S. government second-guess not only 
U.S. companies, but foreign governments as well, 
by putting U.S. companies up against the further 
competitive obstacle — Lord knows they have 
enough already — of investing the added money 
which is represented by the additional taxes which 
are paid on the earnings which are left in the 
foreign country? 


It must be obvious, also, that if a U.S. com- 
pany, in spite of such a requirement, does rein- 
vest its Overseas earnings in foreign countries, 
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the requirement that U.S. taxes be paid on such 
reinvested earnings accomplishes exactly nothing 
in the way of improving the international balance 
of payments position of the United States. It 
simply means that either a sum of money comes 
back from overseas into the U.S. Treasury and 
that an equal amount of money goes out of this 
country as private capital investment, or that 
no money actually goes in and out of this coun- 
try. In the latter case the tax would be paid in 
the United States by the U.S. parent and an 
equal amount of money transferred from Retained 
Earnings to Paid in Capital on the books of the 
foreign subsidiary. 


I would like to make just two additional points 
with respect to this tax proposal. In a paper 
entitled “American Direct Investment Overseas 
and the US. Balance of Payments,” John J. 
Powers, Jr., President of Pfizer International, 
summarizes as follows: 


“The continued annual! deficit in the U.S. bal- 
ance of payments has been the subject of 
creasing public debate and press comment in 
recent months. One misconception which has 
gained wide currency is that American industry's 
direct long-term investments in productive facili- 
ties Overseas contribute to the deficit, where as in 
fact such investments produce a net inflow of 
dollars to the United States.” 


Mr. Powers emphasizes the importance of that 
misconception by pointing out that: 


"From 1950 to date (which is through Sep- 
tember 30, 1960) the U.S. has had an income 
surplus in private transactions affecting interna- 
tional balance of payments of about $33 billion. 
It has had, on the other hand, a deficit on gov- 
ernment operations of about $54 billion in the 
same period, leaving an over-all deficit of $21 
billion.” 


It must be perfectly clear that the cure for our 
adverse balance of payments position cannot be 
found in any device which makes it more diffi- 
cult for U.S. companies to invest abroad. To do 
so is a classic example of short-term thinking. 
I can’t think of any more apt example of “killing 


the goose that lays the golden egg.” 


Further — does it not seem odd that in the 
same tax message which proposes further taxa- 
tion of U.S. earnings abroad, the President pro- 
poses a system of investment allowances for this 
highly developed country of ours, in the face 
of the fact that if such investment allowances 
are granted by a foreign government, (in either 
a developed or under-developed country) they 


cannot, with few exceptions, be considered by a 
US. company in calculating its foreign tax credit? 


Just one more — if the U.S. partner has to 
pay U.S. taxes on his share of the earnings 
whether brought home or not, those taxes can- 
not even be charged against the operation which 
produced the earnings. Imagine the reaction of 
a French partner when he is told that $100,000 
must be taken out of the operation to pay US. 
income taxes on earnings made in France, and 
which are still in France. What will happen? 
The taxes would be paid by the parent company 
in the US. — and how many dollars would 
come home from overseas? Practically none which 
wouldn't have come home anyway for good busi- 
ness reasons. 

I would then conclude that the requirement 
that U.S. taxes be paid on all earnings as made 
abroad would simply help to defeat the funda- 
mental objective of proving to the world that 
free capitalism is the best economic system for 
sound development which has ever been put to- 
gether by man — and if the Administration does 
not believe that, it would do a great service to 
all of us if it would simply say so. 


To get back to the specific problem — when 
the rate of return has been calculated on the basis 
which management agrees is the most realistic, 
there are a couple of other steps to take. In the 
cash discount technique no allowance is made for 
the cost of the capital used in the operation. And 
cost of capital in most foreign countries is quite 
different than cost of capital here at home. Do 
not be tempted to compare the projected rate of 
return with your domestic cost of capital, even 
if the actual interest rate to be paid on borrowed 
funds is lower than the local going rate, on the 
basis that repayment is guaranteed by the US. 
parent. Take into consideration the higher local 
interest rates and the fact that almost invariably 
it will be found that common stock investors in 
foreign countries are not willing to settle for the 
same return on investment with which investors 
in this country are satisfied. In other words, charge 
the project with the cost of its economic en- 
vironment. 


The subject of cost of capital is not even well 
understood in this country. But anyone who is 
considering overseas investments should really 
spend some time on the subject, because it is 
an area of financial management in which 
domestic and foreign investments differ markedly, 
and serious mistakes can be made if domestic 
knowledge is simply applied to overseas invest- 
ment opportunities. 


If the projected rate of return on a domestic 
investment is 10% and the cost of capital is 
6%, there remains 4% to compensate for the 
risk involved. In overseas investments cost of 
capital is almost always considerably higher, and 
risk is considerably higher for obvious reasons. 
Thus for an overseas investment to be as attractive 
as a domestic investment, the projected rate of 
return has to allow for both added cost of capital 
and higher risk. I am aware that those two factors 
are not independent, but it is possible to put 
at least some kind of a mathematical vernier on 
cost of capital, while risk is an almost 100% 
judgment factor. Just as a guide I would say 
that if 10% rate of return is a minimum require- 
ment on domestic investments, 15% would be 
an absolute minimum on most overseas oppor- 
tunities, and some types of investments in many 
locations of the world should calculate at 25- 
30% before they should be seriously considered. 


At the outset of my remarks, I indicated that 
this was a very broad subject. As I conclude these 
remarks I am aware that many important as- 
pects of planning international operations have 
not been mentioned. I consciously left out many 
aspects which have been covered in print by 
people much more expert than I, on the assump- 
tion that you have either already read them, or 
will read them if you are really interested in the 
subject. I would like to mention just a few: 


1. American Direct Investment Overseas and 
the U.S. Balance of Payments 
By—John J. Powers, Jr. 
President, Pfizer International 


2. The Unprofitable Puzzlement 
By—Roger M. Blough 
President, U. S. Steel Corporation 


3. The Management of Corporate Capital 
Edited by—Ezra Solomon 
Professor of Finance, University of 
Chicago 
Published by the Graduate School 
of Business, Univ. of Chicago 


4. Report of the 1.1.D.C.—International Industrial 
Development Conference held in San Fran- 
cisco, October, 1957 

—Jointly sponsored by Time — Life 
and Stanford Research Institute 


5. U. S. Business Investments in Foreign 
Countries 


—U.S. Department of Commerce 
Publication in 1960 


6. Long Range Planning for International 
Operations 
—An article by John Fayerweather— 
appearing in the Fall 1960 issue 
of the California Management Re- 
view 

There are, of course, literally hundreds of good 
articles on the general subject of international 
operations. At least a dozen have appeared in the 
Harvard Business Review in the last few years. 
In fact, almost every issue reports on some as- 
pect of the total problem. Nation's Business often 

carries worthwhile articles on the subject. 


While I certainly am no expert on the subject, 
it is cather interesting to notice that the more 
you read about it, the more interesting and un- 
derstandable the discussions become — whether 
or not you agree with the author. It is not a 
subject which can be brushed over lightly. 


The conclusions I draw from our considera- 
tion of the subject of planning international op- 
erations are these: 


1. There are very real advantages in having 
local partners in international operations, 
or conversely, some very real disadvantages 
in trying to “go it alone.” 


2. Reliable information is almost always hard 
to assemble. Sending your own people — 
capable people with the ability to under- 
stand the local situation — is often the 
only way to get the information we need. 


3. Profitability analyses should be tailored to 
reflect the fact that we are dealing with 
less reliable information, with forces which 
are much less controllable than those with 
which we deal at home, and with people 
whose traditions and motivations are very 
different from those with which we are 
familiar at home. 


4. We should be ready for, and condition our 
thinking to, the fact that overseas projects 
represent long-term commitments. 


5. Express yourself to your Congressional 
representatives on the President's tax pro- 


posal. 


Now, I suppose I could be accused of painting 
a somewhat pessimistic picture of overseas op- 
portunities for U.S. companies. But there has been 
so much written and said — in pretty glamorous 
terms — about overseas profit opportunities, that 
I thought I would like to at least put out on 
the table some of the problems involved. 
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But, believe me, I am not pessimistic about it. 
I think that any company of any size, which 
manufactures products which could contribute to 
increasing the standard of living of people in 
other countries should seriously consider overseas 
operations — either by export or by manufacture 
overseas. I think we can improve our own com- 
panies and add to the acceptance of our economic 
system overseas — if we can do it profitably. 


But, a final word of caution. It is not easy. 
Giving some executive another job to do is 
not the answer. It requires organization, control, 
coordination, money, and a lot of time and effort. 
People should be chosen carefully — being sure 
that in addition to being technically capable and 
properly trained, they have the personality and 
leadership qualities which will enable them to 
operate effectively amidst strange customs and 
foreign languages, thousands of miles from home. 
Anyone who has been concerned with foreign 
operations who has made no mistakes either has 
a very convenient memory, or is the luckiest man 
alive. Mistakes will continue to be made until, 
among other things, we learn that laws and reg- 
ulations don’t have the same standing which they 
do at home, that the standards of business ethics 
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SATURDAY, OCTOBER 28, 1961 
Biltmore Hotel, New York City 

This seminar-type conference will provide an oppor- 
tunity for those men in the budgetary field to secure 
new information with respect to planning and control 
techniques. It is designed to interest both the long- 
time prectioner desiring to vup-date himself as well 
as the younger members of the budgetery fraternity 
needing en over-all view of the subject. 
The New York Chapter of the Society tekes pride in 
presenting a program it feels is sure to accomplish 
these goals. 
“PLANS, PEOPLE & PROFITS” 


oN FRIDAY, OCTOBER 27, 1961 
PLM. 


ROOM 


f Get acquainted meeting; wives are invited, 

‘ SATURDAY, OCTOBER 28, 1961 

Ps AM. 

a 8:30—REGISTRATION 

9:00 

9:00—THEME: 

5 PLANS, PEOPLE & PROFITS 

Gutstending Guest Speaker 

3 10:15—COFFEE BREAK 

10:30 

FORMS & TECHNIQUES 

q Your choice of discussion leaders: 

J. W. BELL — Baltimore Chapter 

J. Garland — Northern Chapter 


are considerably different than ours, and most im- 
portant, until we recognize that our knowledge 
of America and its people is always incomplete 
and often inapplicable to the evaluation of over- 
seas Opportunities. 


But, purely apart from the glamour, there is 
one most attractive feature of overseas operations. 
It is still a frontier — a new horizon — for 
American business. 


Intelligent application of the concepts of the 
free enterprise system by the American business 
community in international operations cannot help 
but have a profound and positive effect on the 
future of the world. The most sobering, and yet 
exhilarating, fact of all, is that the business com- 
munity is the only group in the world which can 
prove the effectiveness of our free enterprise 
system. Government, not even Uncle Sam, can 
do it — for the simple reason that government 
operates without the incentive of profit, the key- 
stone of the free enterprise system and the source 
of the funds which the state planners would use 
to try to do it. 


So there it is — international operations — a 
tremendous opportunity and a tremendous respon- 
ed — and, as always, they go hand in hand. 


11:45—REVIEW OF SESSIONS 
12:18 
Group leader — JAY W. BELL 
PLM. 
12:30—-LUNCHEON 
2:00 
Guest Speaker: GEORGE JACKSON 
2:00—CHOICE OF SEMINARS: 
3:15 
1. Budgeting for R & D and 
Engineering: E. G. PAQUETTE 
2. How to Write A Budget 
Manvel: ROMAN DODYK 
3. Breakeven Analysis — Return on 
investment: JAMES 8B. WEAVER 
3:30—COST-PRICE SQUEEZE 
5:00 
Moderator: ROBERT G. HAVEMEYER, 
Bridgeport Chapter 
Panel Experts: 
Bob Thomas — Baltimore 


Bob Wanta — Hartford 
Herry Reiff — Philadelphia 
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Members of the Society living on the Eastern See- 
board could make no better use of their time than 
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PROFIT PLANNING THROUGH 


DIRECT COSTING 


By Fladger F. Tannery 
Executive Vice President 
The Frito Company 


Mr. Tannery is presently the Executive Vice President of The Frito Company in Dal- 
las. He took his formal education at Southern Methodist University and The Univer- 
sity of Texas, and holds the B.B.A., M.B.A., and Ph.D. degrees. He is also a Certi- 
fied Public Accountant. Mr. Tannery has had a broad background of experience. He 
was an assistant professor of accounting at The University of Texas, an assistant to 
the State Auditor of Texas, Assistant Comptroller of Humble Oil and Refining Com- 
pany, a Colonel in the U. S. Air Force, and was a general partner with Arthur Young 
& Co., immediately prior to his association with the Frito Company. Mr. Tannery is 
a past president and director of the Texas Society of Certified Public Accountants, 
a member of the Controllers Institute and a member and past committee chairman 
of the American Institute of Certified Public Accountants. 


The late, well known and often quoted auto- 
motive executive and inventor, Charles F. Ket- 
tering, once said: “The world hates change; 
yet it is the only thing that has brought progress.” 


Mr. Kettering probably not only implies that 
the making of changes just to keep up with com- 
plexities of business are essential, but he further 
implies that the ability to change is necessary 
to imagine the future or to anticipate the effect 
of immediate decisions upon future stability of 
business. 


Business today is just not being done at the 
same old stand; it will not be done tomorrow 
if it is clothed with the same stereotyped pro- 
cedures of the accounting of yesterday. As an 
illustration, how many have thought of the pres- 
ent day speed of communications? How many 
have paused to analyze the difference in the prac- 
tices which the coachman enjoyed as he harnessed 
his horses of yesterday as compared to the pilot 
and engineer of the 707 jet of today? How 
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much further ahead does a pilot of a 707 have 
to plan in comparison to the coachman? So it 
is in business. 


Business has before it today an analogy of in- 
strumentations comparable to the 707 pilot as 
he plans his course before he enters the cock- 
pit. Business is managed today by comparison of 
“how we are doing” in relation to “how we 
planned we would do.” The 707 pilot does like- 
wise as he manages the large ship in its course 
across the blue skies. He has to change his plans 
as conditions change. So does the businessman. 


As a prelude to a review of profit planning 
through direct costing, we should first take a 
look at management's needs and objectives. These 
objectives are: 

1. To provide a quality product or a service 
at a competitive consumer price, which will 
further provide 

2. Satisfactory employment and working con- 
ditions. for employees 
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3. Satisfactory return on investment to stock- 
holders 


4. Promotion of the company as an economic 
and stable factor in the community and in 
civic affairs. 


Management is responsible for establishing and 
carrying out policies and practices in such a way 
that an enterprise will remain profitable and 
stable for employees, stockholders and members 
of the community. This management I speak of 
is made up of a team composed of employees 
from the first line supervisor to the executive 
management in the company, each requiring dif- 
ferent types of control reports, custom made to 
fit his needs. 


The present day business enterprise cannot 
isolate itself from competition on either a local 
or national basis; it cannot isolate itself from 
non-competitive industries, nor can it isolate itself 
from governmental influences and general eco- 
nomic conditions, both national and international 
in scope. The present day modes of communica- 
tions and specializations in skills have served to 
interweave and interlock all business and gov- 
ernmental activities into One economic environ- 
ment. Management of a business today, therefore, 
must plan operations and constantly measure ac- 
tual operations against planned operations. Such 
planning and measurement must be done both 
from short and long range points of view. Man- 
agement, consequently, challenges the profit plan- 
ning manager to help in supplying information 
for planning both short and long range activities 
and to analyze and furnish current comparisons 
of actual operations with those planned. In other 
words, management challenges him to help plan 
and control business activities. This challenge asks 
the planning manager to attain a greater vision 
and understanding of business practices; a greater 
knowledge of industry and of the influences of 
governmental and outside economic forces. 


Frequently, the recurring questions are: is the 
accounting department flexible enough to adopt 
the study, thinking and operations to the necessary 
requirements of the particular job? Can it change 
the approach to a problem when, as and if the 
need arises? Can it vary the method of opera- 
tion? Can it look at the job through the eyes of 
other members of management? Or does it stub- 
bornly insist on doing a job in its own par- 
ticular style regardless of requests or require- 
ments? 


To requote the late Charles F. Kettering, “The 
world hates change; yet it is the only thing that 
has brought progress.” 


It was this type change or flexibility that he was 
referring to — flexibility to adapt our study, 
thinking and operations to the particular require- 
ments, chauging our approach to a problem if 
the need arises, and varying our method of oper- 
ation when needed, or supplying the various !eve!s 
of management with the particular reporting needs 
required for better control of operations, et cetera. 


It is these changes to better meet the needs 
of management that have been instrumental in 
bringing about the adoption of direct costing in 
a minority of companies today, or more specifical- 
ly, profit planning through the use of direct 
costing. 


Whenever any person translates his operating 
plans into financial terms and uses his estimates 
of the probable income, expense and profit as 
a guide in planning the operation, he is, in fact, 
profit planning. The practice of profit planning 
is, therefore, as old as the history of business 
itself. Profit planning through the direct cost- 
ing presentation, however, is a modern concept 
of management planning and is designed pri- 
marily to be of greater assistance in manage- 
ment decisions than the conventional methods 
heretofore used for many years. It involves a 
continuous presentation of the costs and expenses 
at different levels of operation and includes the 
continuing presentation of the resultant effect upon 
profit due to this changing relationship between 
volume and cost. 


Direct costing, as we use it in The Frito 
Company, is not an accounting procedure but 
merely a method of presentation of pertinent in- 
formation pertaining to costs of operations. We 
are not too concerned whether direct costing 
becomes generally accepted as a procedure for 
publishing the consolidated statement. Its _pri- 
mary advantage is in the use of such informa- 
tion for internal control and management de- 
cisions. Direct costing means many different things 
to different people. This divergence of meanings 
is evidenced by the various views set forth in 
articles dealing with this subject. To me, direct 
costing is merely an emphasis calling for renewed 
concern for the presentation of accounting data 
in useful ways to assist management in the per- 
formance of its decision-making functions. There 
are several advantages to management in the use 
of direct costing presentations: 


First, it helps management to convert planned 
operations of business into planned or fore- 
casted dollars and cents results. 


Second, it provides cost control. 
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Third, it is a means of measuring operations 
— volume in terms of economic and other 
profit-volume analyses. 


Fourth, it provides guides for product pricing. 
Fifth, it is a tool for profit measurement. 


By this, I mean the profit contribution of a 
product or service after direct cost has been 
recouped; in other words, volume relation- 
ship which is so important in planning and 
making decisions affecting the future of the 
company. 

We in The Frito Company believe that this 
is one of the best ways of keeping management 
informed for its functions of planning, control- 
ling and measuring operations — the first three 
advantages just mentioned which we will deal 
with primarily in this discussion. 


All of you are quite familiar with the con- 
ventional methods for planning and reporting 
actual operations against a plan, which have been 
used by many businesses for a number of years. 
However, due to the difficulty of predicting the 
exact volume of business in the period ahead, 
managements of a number of companies found 
that intelligent evaluation of operating plans could 
often be sharpened by analyzing the probable costs 
and profits at different volumes of business, in- 
stead of the cost and profit at only one volume 
level. This development has either preceded or 
been simultaneous with the growth of direct cost- 
ing presentations. However, in the use of direct 
costing presentations, there is continuous and con- 
sistent analysis furnished by the statement itself 
to give the changing relationship between volume 
and cost. Examples of such additional information 
are: 


1. Minimum volume of business which a com- 
pany must achieve in order to keep itself 
out of the loss picture. 


2. Minimum volume of business which a com- 
pany must attain in order to reach its profit 
objectives. 


3. The probable profit or loss at different vol- 
umes of business within the range which 
management can reasonably expect. 


4. The relevant cost information in decisions 
of whether a company should keep or drop 
a line of product, whether it should make 
a certain investment in equipment or build- 
ings, whether it should accept or reject a 
particular order from a customer at a speci- 
fied price, and many other examples of ad- 
ditional information on problems involving 
the volume-cost relationship. 
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With this general review of the responsibility 
of business, management's requirements and the 
advantage of direct costing, let's turn to a re- 
view of two specific exhibits of statements that 
we use in The Frito Company. 


INCOME STATEMENT 


PERIOD 


i mee 4 me 


Tete! 


OF INCOME 


EXHIBIT | 


This statement is entitled “Income Statement” 
and is used as the top statement for each of the 
ten operating divisions in The Frito Company as 
well as the consolidated operations. We use the 
four-week accounting period, with thirteen per- 
iods in each year. No comparisons are made of 
the current four-week period with the plan or 
prior actuals. The year-to-date amounts are com- 
pared to the plan and to the same periods of 
the prior year. At this time I will review the 
various items listed on this statement and des- 
cribe the planning techniques employed in deter- 
mining the amounts that will appear under the 
plan column and, in some cases, review the 
techniques employed in developing the amounts 
shown under the actual column. 


GROSS SALES 


Various detailed sales plans are prepared by 
the first level in sales management for forecast- 
ing sales by products and periods for each of 
the thirteen periods of the following year. 


SALES RETURN 


Sales returns, or stales, are forecasted by the 
first level in the sales management by periods 
and by products. More detailed reports, with the 
total amount tying into this report, are furnished 
sales management for comparison of actual against 
plan by products. 


QUANTITY DISCOUNTS 


Quantity discounts are forecasted for the com- 
plete division by periods for the profit plan. 
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COSTS OF SALES 
Material 


Manufactured standards are established for the 
measurement of material utilization and material 
prices. Actual operating results pertaining to ma- 
terial yields are reported to production on a week- 
ly basis to the 22 different plant locations. In ad- 
dition to these weekly detailed material yield and 
material efficiency reports, there is a four-week 
period report which summarizes the numerous 
material variances from standard by products for 
each division. This serves as the summary control 
report for the division production manager. 


Direct Labor 


Several detailed planning schedules are pre- 
pared by the first management level in the pro- 
duction department which schedule the forecasted 
direct labor standard and direct labor variances 
by periods and products for the following year. 
As actual direct labor efficiencies are obtained, they 
are reported on a weekly basis to production man- 
agement in the various plants. The summary four- 
week report is also prepared for direct labor which 
summarizes the several direct labor variances as 
a control report for the division production man- 
ager. 


Variable Manufacturing Expense 


This is composed of several expense categories 
of overhead which are classified as variable with 
volume. However, a distinction should be made 
at this time as between the variability of an ex- 
pense item and the controllability of the same. 
We employ the responsibility reporting system 
throughout all reports to management. This mere- 
ly means that all items that are controllable 
within a given cost center or department, whether 
variable or fixed with volume, are reported to 
that manager each period and compared in de- 
tail with the planned amount and prior year 
actual amounts. 


This report is similar to that used by other 
companies under the absorption system. The only 
difference is that no absorption is employed what- 
soever in the accounting function, with no over- 
head applied to the various products and sizes in 
inventory. The variable manufacturing expense 
amounts shown here are nothing more than the 
accumulation of the actuals for the particular ex- 
pense codes designated as variable and are charged 
off against profits in a particular period. How- 
ever, to satisfy the Internal Revenue, we set up 
a cost complement (variable and fixed manufac- 
turing expenses) at the beginning of each year 


and adjust it at the end of the same year, with 
no adjustments in the interim unless unusual cir- 
cumstances occur. 


Direct Selling Expense 

Direct selling expenses are composed of the 
detailed expense codes summarized from the var- 
ious regional reports for each division. At this 
time, I would like to explain that each division 
has several sales regions with regional sales man- 
agers responsible. Each regional manager receives 
a detailed report of his expenses each four-week 
period compared to plan and prior year actual. 
The big majority of the expenses in each region 
vary with sales volume, therefore, it is conven- 
ient and expedient in this particular case to also 
segregate variable from fixed expenses on the 
same basis as responsibility planning and report- 
ing is handled. The fixed selling expenses that 
you see further on down in the fixed expense 
group are those selling expenses on a division 
level controllable by the division sales manager 
and will not vary with volume. 


As you will recall, responsibility planning and 
reporting of manufacturing expenses did not coin- 
cide satisfactorily for a segregation of variable 
and fixed expenses along the department respon- 
sibility lines. In that particular case, it was neces- 
sary to select certain expense codes as variable to 
make the segregation for this top income state- 
ment. However, on all detailed expense reports, 
precedence is given to responsibility planning and 
reporting, which will include all controllables, 
whether variable or fixed. This permits executive 
management to place responsibility on the var- 
ious members of the management team for their 
respective assigned parts in the over-all company 
plan. It allows executive management to evalu- 
ate actual operations of each part of the over- 
all plan in light of the forecasted or planned 
courses of action. 


On the other hand, the segregation of vari- 
able and fixed expenses becomes more important 
for the top management in each division and 
executive management in headquarters than with 
other members of the management team. If the 
particular volume fluctuated considerably, or if 
actual volume varied somewhat from the plan 
on occasions, variability of expenses and a flex- 
ible budget would become more significant and 
important (along with controllability) to de- 
partmental managers. 


Freight Costs 
This expense is composed of outbound and 
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interplant common carrier costs plus a summary 
of traffic department expenses in operating the 
company long haul equipment. The big majority 
of these expenses are variable with volume and, 
for expediency and practicality, the small por- 
tion of fixed expenses in this department are 


not segregated. 
Variable Margin 


The amount shown on this line represents the 
difference between gross sales and total direct 
costs and becomes one of the most useful div- 
ision control figures that is available. The differ- 
ences in the variable margin between one division 
and another can be located very easily. Many times 
it is found in more detailed statements which may 
reflect sales volume of better marginal products, 
differences in selling prices for various products, 
differences in raw material prices, differences in 
direct labor rates, differences in commissions to 
salesmen, differences in long haul company truck 
operating costs or the portion being hauled by 
common carrier, problems pertaining to stale mer- 
chandise and many other problems which may 
arise and be easily determined and reviewed 
through the use of the various detailed reports 
in support of this summary direct costing income 
statement. The main purpose of this report is to 
quickly determine if there is a problem and 
whether such problem exists in variable or fixed 
expenses. The more detailed reports indicate the 
exact mature of the problem and, in many in- 
stances, a comparison of one division to another 
will indicate the solution to the problem. 


Fixed Expenses 


With the explanations furnished in the seg- 
regation of variable expenses above, it is not 
necessary to review each type of fixed expense 
listed on this income statement. However, as a 
matter of explanation for advertising being shown 
in the fixed expense group, it is sufficient to say 
that such expenses are planned on the basis of 
sales volume, but when the plan has been ap- 
proved, such amount becomes a fixed quota for 
the year. 


A: conventional profit and loss statement and 
balance sheet is important in business, however, 
a profit and loss statement of this type begins to 
take on life as a control feature for the particu- 
lar manager responsible for this income. The 
conventional profit and loss statement is useful 
only as historical data, however, business man- 
agement today is recognizing that any statement 
which has as its primary advantage the supplying 
of historical data only is not fulfilling the prin- 
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cipal advantage in the use of reports in this day 
of complexity is to use such data in forecasting 
and planning ahead. This statement provides 
that advantage in the ability of the division man- 
agers to plan ahead and easily determine the 
effect on profits for decisions that may be made 
today. Furnishing satisfactory information begins 
with the process of planning. Manufacturing 
standards are planned or determined for material 
and direct labor where possible. Sales projections 
should be carefully planned by the sales depart- 
ment. All departments should plan carefully the 
expected expenses for various expense categories. 
After a thorough planning process has been com- 
pleted throughout all responsibility departments, 
reporting against such plans provides a very sat- 
isfactory control feature for management and 
particularly for the executive management in di- 
visions and headquarters. The direct costing pre- 
sentation of such costs and expenses lend con- 
siderably to the ability to make such plans ma- 
terialize. 


VARIABLE BY FPEODUCT 


EXHIBIT 2 


Except for the breakdown by product lines, 
you will notice the similarity of the headings on 
this report with respect to the items on the in- 
come statement just reviewed down through the 
“Variable Margin” line. The various sales and 
direct costs are shown for each product moving 
from the lefr to the right with the variable mar- 
gin by product line shown on the column at the 
right. This is the direct costing presentation 
which is comparable to the conventional product 
profit and loss statement. However, the vari- 
able margin shown by product line on this state- 
ment could not be distorted through the alloca- 
tion of various fixed manufacturing expenses and 
other fixed expenses. 


There are two reports issued on this same for- 
mat for each division. One report shows dollars 
only throughout the various products and ex- 
penses, while the other shows percentages only 
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related to gross sales (at 100%) for each prod- 
uct. It goes without saying, that the report of 
the percentages becomes an excellent tool for 
management decisions concerning various equip- 
ment investments, building construction, product 
pricing, cost control and many other management 
decisions. 


SUMMARY 


There are four courses of action open to the 
accounting department and the profit planning 
manager: 


First, develop a common and appreciative 
knowledge and understanding of the opera- 
tions of the company. 


Second, design reporting techniques that are 
geared to the operations so as to provide 
only basic and significant information essen- 
tial to an evaluation of these operations. 


Third, recognize that the business does not 
exist for the sake of accounting — that ac- 
counting and the accountant are service 
agencies of the operating functions of the 
company and finally, like all such service 
agencies, the “accounting and planning serv- 
ice” must be sold and explained to the users 
thereof. 


Fourth, develop business courage. This means 
that it is just as important a part of the job 
to “sell” as to “tell.” The accounting and 
planning department should be prepared to 
explain and interpret the many reports, as 
well as provide additional service and anal- 
yses for management decisions. They should 
be sufficiently familiar with general economic 
conditions to be able to advise and assist other 
members of management in the forward 
planning process and in decisions affecting 
the future. There is an increasing demand 
for the services that the accounting depart- 
ment can render, but these services should 
be delivered adequately, promptly and forth- 
rightly to secure and justify the confidence of 
other members of management. It is be- 
coming increasingly important that manage- 
ment be able to plan as far ahead as pos- 
sible. Profit planning personnel are in an 
advantageous position to assist management 
in planning the future. This is primarily be- 
cause of their knowledge of the historical 
data upon which future plans are based. 
Profit planning through the use of direct 
costing can be one of the most important 


challenges that can be met by the account- 
ant. He can train, either directly or indirectly, 
other members of the management team in 
the forward planning and control of oper- 
ations. With emphasis based upon the var- 
ious alternative decisions which can be made 
by members of management, each member of 
management becomes more and more con- 
scious of the effect of his decisions on the 
future of his responsibility. The accounting 
department can be of considerable assistance 
and service in foretelling the validity of var- 
ious alternates. 


The challenge I describe, or invisage, calls for 
a high order of skill, understanding and identifica- 
tion with management thinking by accountants 
and profit planning personnel. Imagination, in- 
genuity and sound common sense are requisites 
to secure and justify the complete confidence of 
other members of management. These traits must 
be present or developed in individual persons. An 
adequate, though perhaps pedestrian, accounting 
department dealing exclusively with the historical 
record of past transactions may be manned by 
second raters. 


As we stand here today and look ahead, what 
do we see for the profit planning program? Are 
the techniques of handling and reporting the 
data changing and likely to change further? Is 
the body of human thought which constitutes ac- 
counting principles fluid and adequate to our 
needs? Are we doing things the best way now? 
Are we keeping our planning and reporting pro- 
cesses geared to operations? Are we preoccupied 
with precedent and custom and too patient with 
shortcomings? Will we keep pace with business? 


Persons with the profit planning responsibility 
must ask themselves these questions. 


The profession of accounting, and more spec- 
ifically the profit planning personnel, includes 
very able men. The profession has earned the con- 
fidence of business managers and of society. It has 
earned this confidence by help to management 
and to the business community by its response to 
urgent need. The needs of the past, even the re- 
cent past, are not identical with the needs of the 
future. The needs of the future are great and 
challenging. We feel these needs are being sat- 
isfactorily met by profit planning through the use 
of direct costing presentations, manufacturing 
standards for material and direct labor and re- 
sponsibility planning and reporting to all mem- 
bers of management. 
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PLANNING 
IN A GROWTH INDUSTRY 
AND COMPANY 


C. J. Thomsen 
THE ST, ATL. F R al Vice-President, Control & Finance 
ee Texas Instruments, Incorporated 
Mr. Thomsen is presently the Vice President for Control and Finance and a Director 
f of Texas Instruments, Incorporated. Mr. Thomsen studied at Northwestern Military 
c and Naval Academy and Rensselaer Polytechnic Institute. He later did graduate work 
at Johns Hopkins University. His experience prior to joining Texas Instruments in 
1946 consisted of industrial engineering work with Methods Engineering Control 
Council, time and motion analysis with Westinghouse Electric Corp., and part time 
instruction of Industrial Engineering at Johns Hopkins University. After serving as a 
Lieutenant in the Navy, Mr. Thomsen joined Geophysical Services, Inc., as Controller 
of the Laboratory and Manufacturing Division. This organization grew and expanded, 
evolving into what is now known as Texas Instruments. Mr. Thomsen was elected 
Vice President in charge of Control and Finance of Texas Instruments in 1951 and 
became a Director of the Corporation late in the year 1952. 


3 In December, 1958, he was elected President of Metals & Controls Corporation, At- 
tleboro, Massachusetts, and served in that capacity until the merger of Metals & 
Controls into Texas Instruments in April 1959. As a Vice President of Texas Instru- 
“a ments following the merger, he continued on temporary assignment to act as Gen- 
eral Manager of Metals & Controls, which was made a division of Texas Instruments. 
Mr. Thomsen resumed his former position as Vice President in charge of Control 
and Finance of Texas Instruments in September 1959, and became Treasurer in Feb- 

ruary 1960. 


In the invitation each of you received to par- 
ticipate in this Eleventh Annual Conference of the 
National Society for Business Budgeting, your 
Conference Chairman, Bill Campbell, stated the 
task ahead for American industry. He said, “A tre- 
mendous task is ahead — to provide an increasing 
standard of living for an expanding population.” 
If by standard of living we think of more than its 
usual material concept and consider that stan- 
dard of living is an evaluation of the opportun- 
ities individuals have to make the most of them- 
selves, you might restate the task ahead: “To 
provide increasing opportunities for more individ- 
uals in an expanding population to make the most 
of themselves.” 
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Of course, opportunities do not come and go 
— they are always there — waiting to be realized. 
In some environments though it is easier to real- 
ize them than in others. This suggests restating 
the task ahead: “To help create and provide an 
environment in which more individuals in an ex- 
panding population have the maximum oppor- 
tunity to make the most of their God-given cap- 
abilities.” So stated, it's a long range objective 
of the task ahead, not only for American indus- 
try, but within each business organization. 


In this statement of broad objective, the word 
“help” suggests that industry alone does not have 
the responsibility for creating this environment. 
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Of course it hasn't. Family life and our govern- 
ment are equally important and may even be 
more important creators of the environment in 
which individuals will have or will not have 
opportunities for making the most of their cap- 
abilities. 

At the moment what form that environment 
will take insofar as our government creates it is 
seriously challenged — challenged both within 
the country and from outside. Those who repre- 
sent the challenge within this country would have 
us depart from the course set by our founders and 
a course along which our success was a triumph 
of individual expression. The environment created 
by our government in its formation did provide 
the maximum opportunity. Those within this 
country who now seek by government legisla- 
tion and administrative interpretations to change 
this environment would do well to read the fol- 
lowing paragraph of John W. Gardner. In his 
book entitled “Excellence,” published earlier this 
year, he says, ‘The best kept secret in America 
today is that people would rather work hard for 
something they believe in than enjoy a pampered 
idleness. They would rather give up their comforts 
for an honored objective than bask in extrava- 
gent leisure. It is a mistake to speak of dedica- 
tion as a sacrifice. Every man knows that there 
is exhilaration in intense effort applied toward 
a meaningful end.” 

The external challenge to the environment 
which creates the maximum opportunities for in- 
dividuals you know so well. It's Communism. 
This challenge in overt and subversive forms is 
in international and domestic business — in fact, 
every facet of our lives, although most spectacular 
in efforts to reach outer worlds and circumnavi- 
gate the earth. This is a challenge we can't ex- 
pect to fight to a “draw” — as some would have 
us do — any more than cancer in human tissue 
can “co-exist” with healthy tissue. In the long 
term the cancer must be exterminated, or we will 
be exterminated. Certainly the environment which 
so far has provided more opportuni. *s for in- 
dividuals in expanding populations to make the 
most of themselves will be exterminated. 

Facing such challenges we live in a time when 
we must make the most of all our human re- 
sources. As vehicles for compounding the utiliza- 
tion of human resources, industrial organizations 
are unique. In our complex technological society 
no one individual, no matter how well he de- 
velops his individual capabilities — could pos- 
sibly provide products such as automobiles, sub- 
marines, or missiles. Only in an industrial organ- 
ization is there the opportunity to bring together 
and compound for greater overall effectiveness the 


peculiar capabilities developed by each individ- 
ual, Whether it be individuals skilled in operating 
a boring mill, developing a new transistor, solv- 
ing a customer's application problem — only in 
an industrial activity can these intense efforts be 
applied collectively and effectively toward a mean- 
ingful end. 

Whar does all this have to do with the adver- 
tised subject of this session, “Planning in a 
Growth Industry and Company.” It is pertinent. 

You and I probably think of planning as a 
process involving the statement of objectives and 
the mental formulation of routes to their attain- 
ment. Those objectives are meaningful ends. They 
can be very broad national meaningful ends, 
they can be for a single industrial complex, and 
they can be for an individual. In each instance, 
but particularly for an individual, statement of 
an objective usually provides the stimulus for a 
man to exploit fully his capabilities in the at- 
tainment of that objective. Therefore, the state- 
ment of meaningful ends or objectives — the first 
step in planning — is important to the creation 
and provision of the environment in which in- 
dividuals will develop themselves. 

Further, the problem of creating and — equal- 
ly important — maintaining this environment we 
seek is perhaps more apparent in growth com- 
panies. There with increasing populations in con- 
densed time periods one can more quickly see by 
the availability of needed new managers the 
effect of having or not having an environment 
in which individuals have maximum opportunities 
to develop their full capabilities. 

For these reasons what we have said about 
providing environments with maximum oppor- 
tunities for individuals is pertinent to our sub- 
ject of planning in a growth industry and com- 
pany. 

Among growing industries is electronics. Its 
growth from 1950, with a projection to 1970, 
is shown on the first Exhibit: 


TOTAL ELECTRONICS MARKET 1950-1970 
FACTORY SALES cm snuoss oF 5) 
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Exhibit 1: Growth of Electronics Industry 


I must caution you that this is our own pro- 
jection, although it does approximate projections 
of several other organizations. As one company 
in electronics — although also engaged in oil 
exploration, clad metal fabrication and nuclear 
fuel core production — Texas Instruments has 
grown as shown on Exhibit 2. 


TEXAS INSTRUMENTS INCORPORATED 240 
NET SALES — 
1950-1960 180 
‘120 
—+ + + - 60 
1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 


EXHIBIT 2 


Throughout this growth one of our primary 
efforts has been to provide an environment in 
which individuals would have the stimulus and 
the opportunity to make the most of themselves. 
We have sought to provide — with some, but 
never with complete success — an environment 
wherein every man could know that exhilaration 
which comes from intense effort applied toward 
a meaningful end, again to use John Gardner's 
words. These efforts seek to bring men in the 
organization close to their problems, because in 
so doing they, as individuals, have a better chance, 
and thereby the organization has a better chance 
of solving those problems successfully. Therein, 
too, are the personal satisfactions you and I seek. 
Being in business, as all of us are, for the pur- 
pose of recognizing, developing and satisfying the 
needs of customers for products that we can de- 
velop and produce, we are concerned with prod- 
ucts and customer problems. Our organization 
patterns in TI therefore seek to bring an individual 
close to product and customer problems in each 
of 48 areas of product interest. In so doing we 
create an environment which is product-customer 
centered; that is, the major emphasis of the bus- 
iness is upon products and customers problems 
and their successful solution. This is in contrast 
to an environment which might be manufactur- 
ing centered, engineering centered, even personnel 
centered or money centered. We are seeking to 
be product-customer centered, as represented on 
Exhibit 3. 
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EXHIBIT 3 


Here one sees those three activities which are 
most closely associated with products and custom- 
ers, the creating, making, and marketing functions. 
Serving these three, which we call our line func- 
tions, are the “performance-maximizing activities,” 
such as individual engineering, personnel, qual- 
ity assurance, control, accounting, as shown on 
Exhibit 4. 


PERSONNEL MCCOUNTING 


MAKING MARKETING 

PRODUCT PRODUCT 
INDUSTRIAL | QUALITY 
ENGINEERING | ASSURANCE 


"EXHIBIT 4 


These activities are included at division and 
group combinations of product-customer centers. 
When one surrounds this grouping of responsi- 
bilities in a product-customer centered environ- 
ment with General Management Planning and 
Control for Profit, the representation on Exhibit 
5 results: 


EXHIBIT 5 
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This product-customer centered orientation for 
our business was first expressed in formal organ- 
ization patterns about 1957, although the con- 
cept has been evolving over the past decade. 


At the beginning of this decade when some 
of the basic principles of the organization were 
being expressed, one of these principles was that 
there shall be a deliberate program for planned, 
profitable growth. Within this program planning 
was to have the following purposes, and I am 
expressing these purposes of a planning program 
as they would have been expressed around 1950. 
Prior to 1950 our planning was informal. Oper- 
ating expenses and individual projects were bud- 
geted in a formal way, but none of these plans 
were brought together into a set of overall corp- 
orate plans. During the Fall of 1950 at the 
beginning of a period of growth characterized by 
an aggressive preparation for the future we be- 
gan to recognize the need for detailed plans to 
guide this potential growth, and the need for a 
procedure to express plans and review perform- 
ance. Over approximately the next 18 months the 
following purposes of a planning program at 
Texas Instruments were developed. These pur- 


poses are: 


1. To establish objectives for our business. 


2. To provide plans to attain those objectives, 
including such plans as sales, profits, re- 
search and development projects, capital ex- 
penditures, and performance of staff func- 
tions. 


3. To integrate the plans for all product div- 
isions and all staff activities into an over- 
all set of plans. 


4. To provide plans detailed by period and 
nature of items to the extent necessary for 
guiding and evaluating performance. 


5. To provide detailed plans for at least one 
year, and less detailed ones for the long 
term. 


6. To designate a definite period or periods each 
year during which plans would be developed. 


7. To establish an annual conference for the 
review and revision of all plans at one time. 


8. To provide an opportunity for the partici- 
pants in the conference to compare their 
own performance with the plans they had 
presented earlier. 


9. To provide by means of the conference the 
opportunity for TI’s top management to 
hear division heads and others present and 


defend their plans. This would help to pro- 
vide an inventory of the various capabilities 
of our key personnel. 


10. To give management people the opportun- 
ity to see and discuss objectives and plans 
for divisions other than their own, there- 
by making the planning program also a 
management development device. 

The 1952 planning conference was the first in 


which nearly all the purposes of our planning 
program were accomplished. 


Now, nearly 10 years later, are these purposes 


the same? They are. However, as those intimately 


- acquainted with our planning efforts know so 


well, planning techniques and approaches have 
been continually changing. I expect, and hope, 
they will continue to change during the next 
decade because again as your conference general 
chairman stated in the invitation to this meeting: 
“Planning must have sufficient flexibility to meet 
changing conditions.” 


Today TI's planning program consists of a 
long-range effort and an annual planning effort. 
These four steps make up the long range pro- 
gram. 


STEPS IN LONG RANGE PROGRAM 


1. Prepare economic environment guide 
2. Prepare technological guide 
3. Set President's long range objectives 


4. Develop division objectives and 
detailed consolidated program 


EXHIBIT 6 


Long range programming should provide an 
envelope into which plans must fit. For example, 
in the development of our long-range plans we 
may foresee a market opportunity some years 
ahead which we might realize if a product could 
be developed to satisfy that need. Thus, if we 
are to realize our long range program, we must 
see in current annual plans a research and de- 
velopment project aimed toward providing the 
particular product which would satisfy that pros- 
pective market opportunity. 

This opportunity for new products not only 
makes but is characteristic of a growth industry 
such as electronics. Expenditures for research and 
development are consequently high. These ex- 
penditures in Texas Instruments, while represent- 
ing a somewhat higher than average percentage 
of net sales billed, may give some feeling of com- 
parison between expenditures for research and 
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development in electronics and total research and 
development efforts in the U.S. This comparison 
is shown on Exhibit 7. 


GROWTH OF U. S. RESEARCH AND DEVELOPMENT 


1946 47 48 49 50 51 52 S53 54 55S S56 S7 S859 1960 1962 1969 


EXHIBIT 7 


In 1935 it is estimated that about 3/4 bil- 
lion dollars was spent in the United States for 
research, development and engineering. By 1950 
it is estimated these expenditures increased to $2 
and 3/4 billion, and by 1960 to more than $12 
billion. In the fifteen year period from 1935 
to 1950, research, development and engineering 
expenditures therefore increased about 3.6 times, 
while in only the last 10 years, 1950 to 1960, it 
increased nearly 4 1/2 times. If we made a 
straight line projection of the 1935 to 1960 rate 
of expenditures, in 1985 we would come out 
with roughly $23 billion. However, if we pro- 
jected the 1950-1960 rate, we would come out 
with something like $35 billion. The $28 bil- 
lion shown is in the middle 


An even better feeling for the increasing ex- 
penditures for research development and engi- 
neering can be obtained from the estimates that 
such expenditures totaled $4.3 billion for all the 
years from the Revolutionary War to 1935 and 
that over $20 billion were spent between 1935 
and 1950. From all of this we see not only size- 
able increases in research and development ex- 
penditures, but the rate of increase is still grow- 
ing. 

Research and development expenditure statis- 
tics alone provide only some feeling for the in- 
creased complexity of the business environment 
for which all of us must plan. Think of these 
expenditures, though, as’ resulting in many new 
products and services, as well as mew processes 
and techniques for making products we have now. 
This would multiply the choices for future man- 
agers to make when commiting corporate efforts 
and capital expenditures. Not only do the alter- 
natives offered by previous research and develop- 
ment results immeasurably complicate product 
planning, but the very miagnitude of accumulated 


knowledge suggests so many possibilities for fu- 
ture research, development and engineering. How 
to plan these expenditures? I wish we — and 
all of us — knew how better than we do. Some 
of the difficulty in planning research and develop- 
ment expenditures is attributable to conflicting 
views of the general objectives for research. For 
example, we have the conflicting statements of 
two Nobel Prize winners. William Shockley, one 
of the three co-inventors of the transistor, says: 
“We simply wouldn't start if no application were 
seen.” J. J. Thompson, the British physicist who 
identified the free electron, once remarked: “If 
you pay a man a salary for doing research, he 
and you will want to have something to point 
to at the end of the year to show that the money 
has not been wasted. In work of the highest class, 
however, results do not come in this fashion. In 
fact, years may pass without any tangible results 
being obtained. And the position of the paid 
worker would be very embarrassing, and he would 
naturally take to work on a lower, or at any 
rate, a different plane where he could be sure 
of getting year by year tangible results which 
would justify his salary. The position is this, we 
want this kind of research, but, if you pay a 
man to do it, it will drive him to research of 
a different kind. The only thing to do is to pay 
him for something else, and give him enough 
leisure to do research for the love of it.” I'm 
sure each of you in your organizations could find 
proponents for these two extremes — and there 
is merit in both positions. 


As a compromise between these two conflict- 
ing views of objectives for research and develop- 
ment, planning for research and development ex- 
penditures in the Central Research Laboratories 
of Texas Instruments divides the total to be ex- 
pended into two areas. Approximately two-thirds 
of total expenditures is committed to major di- 
rected projects, essentially applied research, and 
approximately one-third to long-term explora- 
tory projects, closer to basic research. Major di- 
rected projects are aimed at the solution of crit- 
ical problems which when solved would permit 
TI to enter or continue in a field with a reason- 
ably high expectation of profit. Major directed re- 
search projects have these characteristics: 


a) They are concerned with potential products 
having a reasonably assured large market; 


b) They involve usually an advanced tech- 
nology. A project must provide technology 
which is either first or foremost, or both. 
If neither, there is no chance of putting TI 
in a dominant profitable position as a re- 
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sult of the project no matter how success- 
ful the directed research might be. 


c) They must be exploitable by TI; that is, 
whatever products result should fit our cap- 
abilities in manufacturing and marketing. 


d) They must have management concurrence, 
which is so necessary to assure that the re- 
sults of the project, if successful, will be 
put to use. You would be surprised how 
much research and development is in prog- 
ress which would be doomed to manage- 
ment rejection if known to be in progress. 


The end result of a major directed project when 
fully exploited may make contributions to one’s 
business future such as TI's introduction of sili- 
con transistors in 1954, offering of gallium ar- 
senide tunnel diodes in 1959, and solid circuit 
semiconductor networks in 1960. For those of 
you who have not seen a solid circuit semi- 
conductor network, one is shown on the next 
slide, which compares it to an electronic circuit 
having the same capabilities using transistors. 


EXHIBIT 8 


Long term exploratory projects, nearer to basic 
research, oftentimes, and we would hope nearly 
always, lead to major applied research projects. 
For such projects the selection of the project leader 
is a primary consideration. It must be an individ- 
ual who is interested in work which interests TI 
and in whom we have the highest confidence. 


Detailed plans for major directed project ex- 
penditures are in terms of man months of time 
for scientists of various areas of knowledge, skills, 
and capabilities. Usage of materials and supplies, 
primarily on an historical basis, is included in 
plans prepared by Central Research personnel, but 
all the details of overhead expenditure planning 
are added by accounting personnel. Detailed plans 
for long term exploratory work are prepared in 
a similar manner but with more identification to 


particular men, since we would not enter an ex- 
ploratory area unless just the right man was to 
be available. 


Determining total planned expenditures for 
major directed projects and long term exploratory 
work is a compromise of what promise the proj- 
ects seem to have, availability of men with the 
particular areas of knowledge needed, and an- 
ticipated operating profits, both short and long 
term. We would prefer to maintain a gradual 
increase in level of Central Research Laboratory 
activity rather than follow any saw-tooth pat- 
tern of growth. Competent research and develop- 
ment men are too difficult to find to risk losing 
them by periodic surges of research and develop- 
ment spersed with sharp contractions of activity. 


I have talked this morning only about planning 
research, development and engineering in our 
Central Research Laboratories where nearly 300 
people are working. Four of TI's five product di- 
visions have division research development and 
engineering activities devoted to their own areas 
of product interest. These division efforts will 
have only a little long term exploratory work 
with most of the effort on major directed projects, 
including application engineering, process devel- 
opment and mechanization. Coordination of over- 
all research, development and engineering, called 
our “total technical effort,” is the responsibility 
of the Vice President of Research and Develop- 
ment. 


In planning research and development expend- 
itures, particularly in research laboratories, and 
the subsequent control of those expenditures, we 
are treading the razor’s edge between scattered 
and trivial results from too many long range ex- 
platory projects and the complete stifling of 
creativity when scientific personnel are confined 
to too narrow major directed projects. 


Little as all of us know about the planning 
and control of research, development and engi- 
neering expenditures in industrial organizations, it 
is the area of the three we mentioned earlier — 
create, make and market — wherein we have 
the greatest Opportunity to increase effectiveness. 


Even in a company such as Texas Instruments, 
which I believe can be rated “good” on the effec- 
tiveness of its performance, we estimate that in 
creating products — that is, the research, de- 
velopment and engineering — we range in ef- 
fectiveness all the way from 1% to 50%. In 
making the product, the manufacturing function, 
we are probably 10% to 75% effective. In the 
marketing function, we should judge that we 
are 5% to 50% effective. In a technological 
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business such as Texas Instruments, each of the 
three functions are relatively equal components 
of the net overall effectiveness and they com- 
pound one another. While this varies somewhat 
from product to product, to say overall that these 
are equal seems fair. 


RELATIVE EFFECTIVENESS IN A TECHNOLOGICAL 
son. | son = 12-1/7% 


EXHIBIT 9 


If we can say that each of the three functions 
is 50% effective, then we can also say that the 
entire organization is only 12-1/2% effective. 
But we doubt that in the average good-sized 
technological based company 50% effectiveness 
is achieved in all three areas. Our feeling is that 
effectiveness is more like 15% for research, de- 
velopment and engineering, 40% for the manu- 
facturing function, and 25% for the marketing 


function, for an overall 1-1/2% organizational 
effectivity. 


While it certainly can be said that American 
industry has been outstandingly more effective 
than industry throughout the rest of the world 
to date, we believe that the average overall effec- 
tiveness in the the very best managed U.S. com- 
panies is still under 10%. The opportunity for 
improvement is therefore enormous. 


If by our improved planning efforts we could 
raise the percent effectiveness in each of these 
three functions of a business — create, make, 
market — or if we could raise it for only one of 
them, particularly R & D what a tremendous 
gain in overall effectiveness would be achieved. 
By setting objectives as greater stimuli for men 
and by mentally formulating better routes for 
attaining these objectives, we can improve the 
overall effectiveness of each industrial organiza- 
tion. We would then make these organizations, 
those unique vehicles for compounding human 
resources, better able to fulfill their tasks ahead. 
We would help then to create an environment 
in which more individuals in an expanding pop- 
ulation can have the maximum opportunity to 
make the most of their God-given capabilities. 
In such an environment we do have the strengths 
to face successfully challenges to the very con- 
tinuance of that environment. 


ELEVENTH ANNUAL CONFERENCE COMMITTEE 


GENERAL CONFERENCE CHAIRMAN 


W. M. CAMPBELL 
The Atlantic Refining Company 


CONFERENCE SECRETARY 
Texas Instruments, Incorporated 


COMMITTEE CHAIRMEN 


Cc. G. BAUER — Program 
Arthur Andersen & Company 


L. C. STETSON — Reception 
Chance Vought Corporation 


W. J. LASATER — Arrangements 
Oil Well Supply 
Div. US. Steel Corp. 


L. R. BROWN — Finance 
Delhi-Taylor Oil Corp. 
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N. V. BENEDICT — Afstendance 
Temco Electronics & Missiles Co. 


M. ED CRISWELL — Publicity 
The Frito Company 


CHAPTER PRESIDENT 


K. R. DeCELLES 
Texas Instruments, Inc. 


NATIONAL ADVISORS 


R. VISSCHER MILLAR 
Pennsalt Chemical Corp., Philadelphia, Pa. 


L. P. HAVERKAMP 
Trailmobile, Inc., Cincinnati, Ohio 


a4 
y 
= 


 , 


Committee. 


The Honorable Bruce Alger, Congressman 
from the Fifth District in Texas, addressed the 
Friday luncheon on the subject “Sound Plan- 
ning and Fiscal Responsibility.” Mr. Alger was 
the first Republican to represent Dallas County 
in Congress and has gained substantial prom- 
inence nationally in expressing the conservative 
viewpoint. Excerpted below are a few comments 
from his stirring and pungent address: 


“There must be an agonizing reappraisal of 
our relationship with every other nation. Our 
friends we will cleave to; our enemies, we say 
‘You are our enemies and you step outside the 
sphere of where we tell you to be at your own 
peril’. That's as far as we need to go at the 
moment. And to the neutrals, we say ‘Make up 
your mind which side you want to be on’; but 
we'll give them something to cling to, not just a 
weak sister like we have been. 


Congressman Alger is presently representative to Congress for the 
Fifth Congressional District, Dallas County, Texas. A native of Dallas, 
Mr. Alger is a 1940 graduate of Princeton University. He served as 
a B-29 commander in World War I! and holds the Distinguished Flying 
Cross and Air Medal with Clusters. Mr. Algers was first elected to 
Congress in 1954. He is presently a member of the Ways and Means 


“At home — Let me run through six things 
we need to do. First: A yearly balanced budget 
— a constitutional amendment. Second: Get the 
government out of business, competing with its 
own citizens with tax money. Third: A tax re- 
form, like the Davis-Baker Bill, to reduce all 
brackets, corporate and income, every year and 
depreciation under a sensible basis, etc. Fourth: 
Put Labor under anti-trust. Fifth: Reform the 
Electoral College; and Sixth: Do something about 
protecting our sovereignty; something like the 
Bricker Amendment . 


“Now, I am simply saying we have got to 
have a greater faith in the U.S. system. We've got 
to prove we believe in limited government; prove 
we believe in individual dignity and opportunity 
and not appeasement of these things.” [Ie 


Coming in a subsequent issue of BUSINESS BUDGETING, 
“Pert” — a most interesting and informative article by Wil- 
lard Fazar. Conference attendees will remember Mr. Fazar’s 


capable presentation on this subject at Dallas. 
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1960-1961 
ANNUAL REPORT 


The Annual Report to the Membership of N.S.B.B. which follows is the information 
presented at the Annual Meeting of Members at Dallas, May 26, 1961, by each 
of the Officers and National Committee Chairmen. Although these reports were 
necessarily brief, they did include the significant accomplishments and the in- 


formation which we felt would be of greatest interest to the membership. 


PRESIDENT’S REPORT 


The reports of the various National Officers 
and Committee Chairmen cover the major de- 
velopments which took place during the year. 
There are a few items, however, which do not 
come within the specific responsibility of any 
committee which I think you will be interested 
in knowing about. 


MEMBERSHIP GROWTH. During the year, 1960- 
61, our membership increased from 1,434 to 
1,557. This increase of 123, 8.6%, is less than 
the average growth we have experienced over 
the past five years. It is significant that a major 
portion of this increase came from new chapters 
formed during the year. Several of the older chap- 
ters did not increase in size and in some in- 
stances lost membership during the past twelve 
months. This slowing up in our rate of growth 
was discussed at the May Board Meeting and 
plans are being developed which will assure a 
continued healthy membership growth. during 
future years. 


ORGANIZATION. Experience during the past 
year has indicated we have reached the point in 
our growth and development which requires re- 
aligning the organizational structure at the Na- 
tional level. These changes are essential in order 
that the work can logically be divided among 
more people and at the same time provide op- 
portunities for the development of executive ma- 
terial for the various National Offices. 


Proposals have been discussed with the Board 
of Directors which will create two new positions 
comparable to that of Vice President and for the 
orderly assignment of responsibilities to these po- 
sitions. A year’s experience with the new Regional 
organization has also revealed areas where im- 
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provements can be made. The responsibilities of 
the Regional Directors will be changed to per- 
mit these jobs to be more effective. Strengthening 
the organizational structure and changing job re- 
sponsibilities is now in the process of being fi- 
nalized by Don Bacon. 


OFFICE OF ADMINISTRATIVE SECRETARY. 
A committee composed of W. R. Buge, J. B. 
Morgan, H. M. Leigh and V. K. Kowalsky, 
Chairman, was appointed to study the working 
assignment the Society should have with our Ad- 
ministrative Secretary. This study included scope 
of responsibility, compensation, title, location of 
National Office, etc. On May 24, the Board of 
Directors accepted the committee’s recommen- 
dations to make the Administrative Secretary and 
permanent staff members employees of the So- 
ciety. Mr. M. C. Aichholz, who has ably served 
the Society in the past, will continue to fill this 
position for the year 1961-62 as an employee 
and the National Office will continue in Cin- 
cinnati. 


AUDITING, ELECTION AND NOMINATING 
COMMITTEES. The reports of these committees 


were accepted by the Board of Directors and 
an expression of appreciation was extended to 
M. B. Perkins, Cincinnati Chapter, L. G. Hawk- 
ins, New Mexico Chapter and R. V. Millar, 
Philadelphia Chapter who served as chairmen of 
these committees. 


NOMINATING AND ELECTION PROCEDURES. 
The growth of our Society makes it necessary that 
changes be made in the manner in which candi- 
dates for National Office are nominated and 
elected. It is essential that the human resources 


of the Society be very carefully sought out and 
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evaluated in order that the most capable individ- 
uals can be encouraged to accept responsibilities 
at the National level. Changes in nominating and 
election procedures are now in the formative stage 
and will be in operation prior to the 1962-63 
election. 


1965 ANNUAL CONFERENCE. The Board of 
Directors awarded the 1965 Annual Conference 
to Milwaukee. In 1962 St. Louis will be the host 
chapter. San Francisco will be the site of the 
1963 Conference. Philadelphia is scheduled for 
1964. 


RESIGNATION OF DIRECTOR. It was with con- 
siderable regret that the Board of Directors re- 
ceived the resignation of Jack Selke, the two-year 
Director in Region I. An election is now being 
conducted in Region I to replace Jack who has 
made many valuable contributions to the Society 
over a long period of years. 


The year 1960-61 was another year of progress 
for the Society. A summary of the most significant 
developments of the past twelve months would 
include the following: 


1. A slowing of the rate of growth ex- 
perienced during recent years. 


2. A sound financial position with no in- 
crease in dues likely in the foreseeable 
future. 


3. A more rigid set of standards governing 
the admission of new chapters and addi- 
tional assistance to newly established chap- 
ters. 


4. An increased interest and emphasis on ed- 
ucational activity resulting from Don Ba- 
con’s work in this area. 


5. A realignment of the organizational struc- 
ture and job responsibilities to better meet 
the needs of the Society. 


6. Last and perhaps most important, an in- 
creasing awareness on the part of manage- 
ment throughout the country of the im- 
portance and contribution of the budget 
function. 


It has been a great honor and a wonderful 
experience to serve as your President during the 
past year and I am confident that 1961-62, un- 
der Don Bacon's leadership, will set new records 
of achievement for N.S.B.B. 


Sincerely, 
A. D. Moor 


OFFICE OF THE 
ADMINISTRATIVE SECRETARY 


We are nearing the end of the first fiscal 
year in which the Administrative Secretary has 
devoted full time to the Society. This was about 
on schedule and a result of the planning pro- 
gram which started in 1956. During this period, 
the Society has grown from 700 to over 1,500 
members and from 15 to 49 chapters within the 
five year period. 


As a result of the decision of the Directors 
to set up an Office in Cincinnati, a small office 
was rented in the Mariemont Center Building in 
the eastern suburbs of Cincinnati. This is an at- 
tractive office of adequate size to accommodate 
two persons and necessary equipment. The Office 
of the Administrative Secretary performs the work 
necessary to carry on the work of the Secretary- 
Treasurer. In addition, the Administrative Secre- 
tary served on the Publications Committee as 
Circulation Manager of BUSINESS BUDGET- 
ING, as Chairman of the National Publicity 
Committee and a member of the Planning and 
Executive Committees. Under the supervision of 
the Treasurer, the National portion of the dues 


were collected and deposited in the Society bank 
account. Checks were prepared for payment of 
bills and signed by the Treasurer. The new ac- 
counting system was designed by our Auditors, 
Ernst & Ernst, and greatly facilitated the account- 
ing of the financial affairs of the Society. Quar- 
terly reports were distributed to chapter officers on 
membership and membership dues. The Directors 
received quarterly reports including a balance 
sheet and income and expense statements com- 
pared with budget. The secretarial work included 
the maintenance of membership records includ- 
ing the admittance of 314 new members. The 
membership records were synchronized with those 
of the Chapter Secretaries and Treasurers. The 
chapters were furnished with adequate supplies 
including a booklet entitled “Administration of 
Chapters.” 


Agendas were published and minutes distributed 
covering two Board Meetings as well as four 
Executive Committee meetings and one Planning 
Committee Meeting. 
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With the Society realigned by Regions, nom- 
inations were received and elections conducted by 
mail ballot in the six Regions as well as for Na- 
tional offices. Since there was competition for 
several of the offices, it was necessary to conduct 
a secret election by mail ballot to provide a 
fair election. 


Three By-Laws revisions were submitted to 
members and approval secured by mail ballot. 


The Administrative Secretary, as Circulation 
Manager of BUSINESS BUDGETING, supervised 
a program of direct mail for the purpose of in- 
creasing the subscriptions to BUSINESS BUDG- 
ETING magazine. Letters were sent to 10,000 
Certified Public Accountants in 17 States. A 1% 
return in subscriptions was obtained which more 
than covered the cost of the program. In ad- 
dition, more than 200 orders for article reprints 
were received. BUSINESS BUDGETING has now 


more than 260 non-member subscribers in ad- 
dition to the gratis subscriptions offered to Uni- 
versity and College Libraries. 


The work of the Administrative Secretary is 
largely one of taking care of the mail promptly, 
of which there is a substantial and increasing vol- 
ume. During the year the Office received an aver- 
age of 420 letters monthly and mailed an aver- 
age of 820 letters per month concerning business 
of the Society. 


Both your President Mr. Moor, and your Sec- 
retary-Treasurer, Mr. Schaller did an outstanding 
job of providing prompt handling of all matters. 
The Chapter Secretaries and Treasurers were 
prompt and cooperative in the discharge of their 
duties and responsibilities. Without their coop- 
eration the Office could not have furnished such 
efficiency in the conduct of your affairs. tr 


Melvin C. Aichholz 


BUDGET AND FINANCE COMMITTEE 


The financial position of the Society for the 
fiscal year ending June 30, 1961 shows that the 
Society is continuing to improve its financial 
strength with an additional $2,515 being added 
to the total funds for the year. National mem- 
bership dues were raised to $20 at the beginning 
of the year so as to enable the Society to meet 
its obligations and begin to bear its fair share of 
expenses rather than imposing on the generosity 
of the member's companies. 


The following statements summarize the So- 
ciety’s finances, and also reflect the Board of 
Directors and National Officers direction in the 
administrating and controlling the expenses by 


BALANCE SHEET 


ASSETS 
Cash in Bank 
Regular Account $4,854.56 
Savings Account 8,202.83 
Special Project Account 1,121.49 $14,178.88 
Office Equipment — 
At Nominal Amount 1.00 
TOTAL ASSETS $14,179.88 


LIABILITIES & FUND BALANCES 


Accounts Payable $ 729.00 
Fund Balances 
General Fund $12,329.39 
Special Projects Fund 1,121.49 13,450.88 
TOTAL LIABILITIES & FUNDS $14,179.88 
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placing available funds to the best possible use. 


The five year financial forecast presented to 
the Board indicates a continuing growth in mem- 
bership and chapters, as well as increasing the 
activity by all committees for the betterment of 
the Society members and the Society itself. The 
five year forecast reflects little change in the fund 
balances for the next two years; and commencing 
with the 1963/64 fiscal year a gradual build- 
up of funds giving the Society a fund balance at 
the end of the 1965/66 fiscal of approximately 
$21,500. 


B. W. Schaller 


CHANGE IN FUNDS 
Balance — 
July 1, 1960 $ 9,506 $1,430 $10,936 
Receipt during yr. 34,556 924 
Exp. during yr. 31,738 1,232 


Balance — 

June 30, 1961 $12,329 $1,122 $13,451 
Net change 

in Funds $ 2,823 $(308) $ 2,515 


STATEMENT OF INCOME & EXPENSES 
GENERAL FUND 


ACTUAL BUDGET 
$29,973 $30,500 


Membership Dues 
Subscriptions 


Business Budgeting 3,218 2,000 
Interest on Savings 203 aa 
Conference Income 957 aa 
Miscellaneous 205 225 


TOTAL INCOME $34,556 $32,725 


Administration $18,643 $19,100 
Business Budgeting 6,766 7,300 
Subscriptions 1,075 1,250 
National Meetings 1,045 750 
Legal Counsel 1,028 975 
Chapter Formation 716 1,170 
Officer Travel 506 1,000 
Elections 375 
Awards 292 200 
By-Laws 235 
Publicity 60 
Education 25 
Miscellaneous 967 980 
TOTAL EXPENSES $31,733 $32,725 
NET RECEIPTS $ 2,823 
GOVERNMENT 


The activity of the committee since I have be- 
come chairman is to undertake to contact Mem- 
bers of Congress in support of House Resolution 
40. Each member of this committee has received 
a copy of House Resolution 40 and a copy of 
a letter recently received from Representative Lips- 
comb, the sponsor of the Resolution. It is desir- 
able for all interested members of N.S.B.B. to 
write their Congressman in behalf of this Resolu- 
tion. If there is enough interest developed in 
Congress, the Rules Committee would have to 
release it for discussion on the Floor. 


I will keep in touch with Representative Lips- 
comb to see whether there is anything we can 
do in support of this Resolution. It should be 
borne in mind by the Board and Members of 
N.S.B.B. that efforts by individuals to influence 
Congress may or may not be effective. While the 
fact that we are members of a national society in- 
terested in good business procedures may be in- 
fluential, our efforts should be received as pri- 
marily those of a small group of interested cit- 
izens. 


SPECIAL PROJECTS FUND 


INCOME 
ACTUAL 
Grant from General Fund $ 
Textbook (Manuscripts) $ 924 500 
TOTAL INCOME $ 924 $2,500 
EXPENSES 
Textbook $1,232 $1,000 
Research 500 
Government Budget 500 
TOTAL EXPENSES $1,232 $2,000 
NET EXPENSES $ 308 
NET RECEIPTS $ 500 


BUDGET COMMITTEE 


I have endeavored to interest the Controllers 
Institute in joining us in this effort. The Board 
of Directors of the Institute has decided against 
participation in this effort. The Controllers In- 
stitute is the sponsor of the Advisory Counsel on 
Federal Report for the Bureau of the Budget. 
The Institute members feel that they can be ef- 
fective by continuing to work through their 
established channels. 


I personally endorse the policy of interesting 
members of the National Society for Business 
Budgeting in government activities. During the 
course of a year, I would hope that an infor- 
mative memoranda can be developed that will 
bring our members up to date in regard to the 
action of the House of Representatives on Reso- 
lution 40 and associated activities related to the 
improvement of the budget process. [= 


C. S. Holsteen 
for 


Wm. J. Edmonds 


CHAPTER PRESIDENT’S FORUM 


The fourth Chapter President's Forum was 
held in Dallas May 24 and was attended by 
thirty-five chapter presidents or presidents elect. 
During the morning period the topics discussed 
were those which related to the National Organi- 


zation. Immediately after lunch, the Forum's point 
of view was presented to the Board of Directors. 
The afternoon period was devoted to topics re- 
lating to the job of successfully carrying out 
the functions of a chapter president. 
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Of major concern to the Chapter Presidents was 
the need for giving line authority to the Regional 
Director, strengthening the relationship between 
the chapter and Regional Director, reducing the 
number of Regional Directors and control of the 
scheduling of Regional Conferences. 


John Galvin of Milwaukee was elected Pres- 
ident of the 1961-62 President's Forum and E. 
Bruce Rogers of the Los Angeles Chapter was 
elected Secretary. BS 


V. H. Rutter 


CHAPTER FORMATION 


We began the fiscal year 1960-61 with 44 ac- 
tive chapters. During the year new chapters were 
added as follows: Richmond, Virginia; San Fran- 
cisco — Peninsula, California; Columbus, Ohio; 
Omaha, Nebraska; and Cedar Rapids, Iowa. These 
chapters brought in 104 new members, but rep- 
resented only 50% of what we had hoped to 
attain at the beginning of the year when we 
had established a goal of 10 new chapters. The 
ptincipal reason for not attaining our goal was 
our inability to find a key man to carry on the 
organization work in the communities where 
chapters might be established. 


Our Chapter Formation Committee was organ- 
ized to consist of one member from each region. 
However, the large geographic areas involved 
made personal contact difficult and maintaining 
adequate communications is a real problem. 


The experience of your chairman during the 
past year has indicated that a complete new look 
should be given chapter formation activity in or- 
der that this work can be carried on in the best 
interests of the Society. A review of our current 
chapters points out that there are a number with 
serious weaknesses, to the point where they are 
going to need help of some kind in order to con- 
tinue functioning. This gives us cause to be con- 
cerned about our activities for chartering new 
groups in the first place, and has indicated to us 
that we need to take a better look at and do more 
work with interested groups before chartering 
than we have in the past. My recommendations 
are as follows: 


1. In view of the fact that resources for funds 
to promote chapter formation activity are 
rather limited, the Society should concern 
itself with the establishment of three or 
four strong, active chapters consisting of 
a charter membership of fifteen to twenty 
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members with a potential for further, sub- 
stantial growth. 


Each local chapter should establish a com- 
mittee to concern itself with seeking out 
areas within its region which may have 
potential for chapter formation. Along 
with this, regional directors should be given 
line responsibility to work with the local 
chapter committees within their respective 
regions and make recommendations to the 
National Chapter Formation Committee 
as to whether chapter formation work 
should be concentrated in a particular area. 


3. Adoption of a proposal to reorganize the 
national administrative organization which 
would include a vice president who would 
supervise chapter formation, membership, 
chapter administration, etc. 


If this plan is adopted, it is your chairman's 
opinion that the Society can expect three or 
four chapters to be added to the group each year 
for the next several years and these chapters will 
be vigorous and strong and able to make substan- 
tial contributions to the objectives of the Society 
rather than sources of weakness demanding efforts 
and money to provide the necessary antidote to 
keep them living. This plan will also permit 
chapter formation activities to be carried on in 
a most economical manner, thus conserving the 
Society's funds for the many other activities such 
as research, etc. 


Your chairman wishes to express gratitude for 
all. the help received from national officers, re- 
gional directors, and local chapter presidents and 
other officers during the past years. Appreciation 
is also due the other members of the Chapter 
Formation Committee for all their efforts in fur- 
thering the work to which we were assigned. 


W. A. Verbeck 
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1961 ANNUAL CONFERENCE 
COMMITTEE 


The Dallas Chapter indeed enjoyed the priv- 
ilege of being your host at the Eleventh Annual 
Conference. We sincerely hope that the confer- 
ence was up to NSBB standards and that each 
participant gained many useful ideas from the 
speeches, seminars and discussions with fellow 
business planners. 


Total attendance at the conference was 406, 
including 254 full conference registrants. While 
this does not set a new record, it does compare 
favorably with that of prior years. 


A conference net income of $1200 was real- 
ized. In planning the conference, it was agreed 
that the conference should not be considered as 


a prime source of revenue for the operations of 
the National Society but rather should be de- 
signed to maximize the benefit to conference at- 
tendees. Thus the conference included a number 
of “extras,” including the Thursday evening Ranch 
Party, with a barbecue, square dancing and rodeo. 


The Conference Committee would like to take 
this opportunity of expressing our appreciation to 
everyone who had a part in planning or partici- 
pating in the conference. We also extend our 
best wishes to the St. Louis Chapter for the 12th 
Annual Conference and strongly urge every 
NSBB member to make plans to attend. 


W. M. Campbell 


LEGAL COUNSEL 


During the past year, I have attended the 
meetings of the Planning and Executive Com- 
mittees held in Chicago and also the two meet- 
ings of the Board of Directors held in Chicago in 
July and October. 


At these meetings, a number of problems arose 
which included: (1) a minor revision of the 
By-Laws in connection with the National and 
Regional elections; (2) assisting in the prepar- 
ation of the contract with the Macmillan Com- 
pany in connection with the Textbook project; 
(3) preparing agreements with Textbook editors, 
Drs. Knight and Weinwurm. This work was 
completed during the Fall meeting of the Board 
of Directors. 


Minor questions concerning copyright prob- 
lems, chapter problems and similar items also 
arose which required consideration and corres- 


pondence. 


Reviewing the employment of Mel Aichholz 
was brought to finalization at the March meeting 
of the Executive Committee. This committee, of 
which I was a member, prepared its finalized 
suggestions for approval at the May Board 
Meeting. 


In addition, the Annual Information Return 
was prepared and filed with the District Direc- 
tor of Internal Revenue at Chicago, Illinois. A 


considerable number of chapters have requested 
information as to whether they must file sim- 
ilar returns for the local chapter. In a meeting 
with a member of the District Director of In- 
ternal Revenue’s Office, it was suggested that 
each Chapter furnish the necessary information 
to National and National will then file a group 
return covering all chapters. This will be filed 
in connection with the Annual Information Re- 
turn of the National Organization. 


The Annual Report was prepared and filed 
with the Secretary of State for the State of Il- 
linois in accordance with the requirements of 
the By-Laws. 


An increasing number of legal problems have 
arisen as the Society has grown as indicated by 
the problems requiring legal attention during the 
1960-61 fiscal year. The growth of the National 
organization which has required regionalization 
of the Board of Directors indicates that the need 
for legal advice will continue during the next 
five years. Attendance of the legal counsel at 
both the Board of Directors’ meetings and the 
Executive and Planning Committee meetings has 
become an absolute necessity in order that legal 
problems may be anticipated and dealt with 
promptly. 


W. R. Buge 
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The 12th Annual Conference of N.S.B.B. will 
be held in St. Louis, Missouri, May 17-18, 1962 
at the Chase Park Plaza Hotel. “MEN, MONEY, 
AND MEASUREMENT, THE GATEWAY TO 
PROFITS,” has been selected as the Conference 
theme. All committees have been appointed and 
the program planning is progressing quite satis- 


1962 ANNUAL CONFERENCE 


factorily. The Conference Committee would ap- 
preciate suggestions concerning speakers, subject 
matter or other facets of the Conference which 
would make the two day event more effective 
and interesting. Plan now to be in St. Louis 
next May. 

J. J. Hughes 


TEXTBOOK COMMITTEE 


In the absence of Dewey Borst, Chairman of 
the Textbook Committee, Don Bacon presented 
the report of the Textbook Committee. 


During the fall and summer of 1960, the text- 
book, “Managerial Budgeting” ahs been used in 
the classrooms of four universities. This testing 
of the Textbook in actual classroom experience 
indicated portions of the book should be revised 
and in some instances, re-arranged. The required 
changes are now being made and the second 
edition of the manuscript will be completed Sep- 
tember 1, 1961. The committee expects to re- 
peat the classroom test program again this fall 
in eight or ten universities. The test program 
will permit correcting deficiencies and will en- 
able the editors, Drs. Knight and Weinwurm to 
turn the final manuscript over to the Macmillan 
Company for publication in April 1962. It is 
expected that the Textbook will be on the market 


early in 1963 and will be in the classroom by 
the fall of 1963. 


The Textbook Committee, W. R. Buge, C. 
L. Benedict, H. P. Kelley and myself wish to 
thank the many N.S.B.B. officers and friends 
who have contributed sc much to the Textbook 
project. This has been a long and arduous as- 
signment, filled with many frustrations and dis- 
appointments, but it has been a richly reward- 
ing experience as well. It is expecting the impos- 
sible to satisfy the widely divergent views of the 
membership in one textbook. As the manuscript 
approaches completion, however, we feel more 
and more confident that the end product will be 
a significant contribution to management and 
budgeting literature, worthy of the Society's spon- 
sorship. 

Don Bacon 
for 
D. R. Borst 


PLANNING COMMITTEE 


The Planning Committee is composed primar- 
ily of the Chairmen of the various committees 
and a few other key N.S.B.B. personnel. The re- 
ports of the Chairmen of the various committees 
essentially cover information the Planning Com- 
mittee wishes to report. However, there are some 
important points made in the various reports 
which should be emphasized. 
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Business Budgeting will be just as good as 
we, the members, make it. Articles contributed 
by us become the raw material out of which is 
fashioned our own technical publication -— Busi- 
ness Budgeting. The editorial effort is a very neces- 
sary part of producing a publication with which 
we are all proud to be associated. But, articles are 
not “edited” into existence. They must be written, 


and all of us can help in this respect. 
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Drafts of our N.S.B.B. textbook “Managerial 
Budgeting” will be used in ten schools this com- 
ing year and it is hoped that this additional ex- 
posure to the practical problems in the classroom 
will bring us to the point of going to press. We 
are nearing the completion of this tremendous 
task and Dewey Borst, who has handled this 
project so ably, deserves a vote of thanks. 


As pointed out by Ken Bennett, Chairman of 
the Education Committee, numerous plans are in 
the making to draw our chapters into closer co- 
operation with colleges and universities. One spec- 
ial item that deserves your attention is the fact 
that Business Budgeting will be offered to students 
at the nominal figure of three dollars per year. 
If you know of a class that would benefit from 
taking advantage of this offer, please pass the in- 
formation along to Ken—or better still simply 
get in touch with the class instructor and let him 


know about the availability of Business Budget- 
ing for his students. 


The recent growth of N.S.B.B. in Chapters 
and members has increased the communication 
problems. This has become more and more ap- 
parent to your National Officers, Regional Di- 
rectors, and Chapter Presidents. This problem 
was discussed at the May Board Meeting and at 
the Chapter Presidents’ Forum with both groups 
coming to similar conclusions. 


Your Planning Committee will study this 
problem and make recommendations which should 
improve the flow of information among the 
members, Chapters, Regional Directors and Na- 
tional Officers. You will be kept informed of 
developments in this area through your Chapter 
Presidents and Regional Directors. i 


D. E. Bacon 


AWARDS COMMITTEE 


The Awards Program for the Chapter Year 
1960-61 consisted of: 


1. An individual award for the best article 
published in Business Budgeting in the 
calendar year 1960 — The Ron Hutch- 


inson Award. 


2. A chapter award for the best brochure 
published in the chapter year 1960-61. 


3. A chapter award for the best newsletter 
published in the chapter year 1960-61. 


The Awards Committee members were: 


Best Article in Business Budgeting 
E. J. Lage — San Francisco Chapter 
L. B. Landreth — Chicago Chapter 


Best Brochure 
Albert A. Schaake — Boston Chapter 
Carl M. Bacon — St. Louis Chapter 


Best Newsletter 
Paul M. Eldering — Chattanooga Chapter 
Irv C. Muesing — Indianapolis Chapter 


Judging was compiled on a basis of the three 
man committee vote, and while the competition 
was exceedingly close, your committee was able 
to resolve our differences and select the winners 
of the N.S.B.B. Awards for the chapter year 
completed. 


It was my privilege to present the awards at 
the Annual Conference to George Morton, mem- 
ber of the Fox River Valley Chapter for his ar- 
ticle “Preparing the Annual Budget” and to the 
Chicago Chapter for having the best brochure and 
the best newsletter. 


L. P. Haverkamp 


EDUCATION COMMITTEE 


The Education Survey, completed by Don 
Bacon early in 1961, indicates a great interest 
and considerable activity in this field by many 
chapters and provides a lot of information that 
should be valuable as a base for further ex- 


pansion of this activity. Although we have not 
had time to form concrete plans, the following 
are some ideas currently under consideration, 
which we hope will aid and encourage this type 
of activity during 1961-62. 
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Make a serious attempt to have every chapter 
establish an Education Committee which would 
keep the National Committee informed of its 
activities. 


Attempt to learn as much as we can about 
the policies and activities of related organizations 
in the field, such as Controller's Institute, as 
part of an activity leading to a definition in 
depth of N.S.B.B. program and policy in edu- 
cation. 


Establish a speaker's bureau that is national 
in scope, both for the use of our own organ- 
ization and other organizations. 


In line with the above, investigate the pos- 
sibility of establishing closer working relation- 
ships with national organizations who have large, 
well-established management training and infor- 
mation programs, such as AMA and NICB. (An 
educational program need not, and in our opin- 
ion should not, be limited to work with Uni- 
versities and the more formal types of training. 
We probably, in the long term, will gain more 
by concentrating on today's business management 
and selling the Universities through them.) 


As an aid to chapters new in this activity, 
develop some handbooks on such subjects as: 
Organizing and Conducting a Regional Seminar; 
A Junior-Achievement Program for NSBB Chap- 
ters, Conducting Workshops or Seminars in Co- 
Operation with University Extension Divisions or 
Management Institutes. (Perhaps we can get 
some of the Chapters to take on the preparation 
of such handbooks as a research project). 


Continue to explore the needs and desires of 
the Universities, particularly those with which 
we already have some association. 


We do not promise completion of any or a 
start on all of the above, but hope that by June 1 
of 1962 we will be in a position to show some 
concrete results and have a better organized ap- 
proach. 


This is not the type of activity that any one 
small group can make successful, but it will re- 
quire the cooperation, efforts, and enthusiasm of 
each individual chapter and member. ibe 


K.H. Bennett 


BUSINESS BUDGETING 


The Report on Business Budgeting was the 
last of many significant contributions made 
by Neil Denen to N.S.B.B. His death as a 
result of an auto accident returning from 
the Annual Conference was a great loss to 
the Society. Neil was truly one of the great 
leaders of our organization. 


Five issues of BUSINESS BUDGETING have 
been published so far during this fiscal year with 
the sixth issue scheduled to be mailed before the 
end of June. After overcoming the inevitable 
problems resulting from changing editors and 
printers, the production of the magazine has be- 
come more or less routine. The arrangement with 
the printer remains satisfactory. The actual costs 
are consistent with the estimates, the only vari- 
ants are related to the number of pages and the 
number of copies per issue. The ever-increas- 
ing membership (and subscriptions) and the use 
of the magazine for promotional purposes has 
resulted in a press run of 2200 copies for each 
issue. 
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The changes that have been incorporated in the 
magazine this year are: (1) use of set type in- 
stead of VariType (2) addition of “The Presi- 
dent's Message” (3) addition of “Budget Fol- 
low-up” (4) addition of the “[E” signature 
symbols at the end of each article. These changes 
are, of course, evolutionary rather than revolu- 
tionary and whether or not they are considered 
improvements is a matter of personal opinion. 


During the coming year, I intend to spend 
more time in promoting the submission of man- 
uscripts from members and, to the degree neces- 
sary, from non-members. Good articles are still 
not available in adequate quantity sufficient to 
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permit any degree of selectivity. I am confident, 
however, that this problem can be overcome by 
more actively seeking articles with the help of 
the N.S.B.B. organization. 


Consistent with the decision reached at the 
March 25 Planning Meeting in Chicago, I am 
planning for the publication of seven issues in 
1961-62, one being a Conference Special. In 
the next year we would add one additional is- 
sue, making eight in all. An increase to eight is- 
sues per year would seem to be desirable. Secur- 
ing articles would be a problem, but with ever- 
expanding membership, I feel that this can be 
solved. 


I believe there would be some merit in ap- 
proaching the annual budget for BUSINESS 
BUDGETING from the standpoint of allocating 
a portion of membership dues to BUSINESS 
BUDGETING plus the net proceeds from sub- 
scription sales. This would provide for more 
funds as membership grows and would make it 
possible to improve the magazine from time to 


time. I believe improvement is essential and hope 
soon to complete a study and proposal for changes 
that would not necessarily add to the cost im- 
mediately but would provide for a better maga- 
zine. The recently proposed idea of establishing 
a separate newsletter will be a part of the pro- 
posal. The addition of several interesting fea- 
tures plus a change in format also will be con- 


sidered. 


I am in complete agreement with the plan to 
sell subscriptions to students at reduced rates pro- 
vided incremental costs are recovered. This is not 
a problem since the rate could be as low as $3.00 
per year and still pay all costs. Something higher 
than this seems more realistic, however. The 
benefits of contacting students through BUSI- 
NESS BUDGETING are numerous. It will, 
among other things, build up a backlog of peo- 
ple who are familiar with the Society through 
BUSINESS BUDGETING and are thus poten- 
tial members. In addition, it furthers our work- 
ing education. 


N. F. Denen 


RESEARCH COMMITTEE 


The project for the year was the “Glossary of 
Budget Terms.” After sending the tentative glos- 
sary to all Chapter Presidents and the members 
of the National Board, the committee correlated 
the comments and suggestions with their ideas 
and the committee submitted the final draft to 
D. R. Borst for checking with the authors of the 
Society textbook, “Managerial Budgeting.” The 


Plan Now to Attend the 


THIRD ANNUAL MIDWEST 
CONFERENCE 
AT 
THE PICK-FORT SHELBY HOTEL 
DETROIT, MICHIGAN 


FRIDAY, OCTOBER 20, 1961 


This Conference, with a history of two successes be- 
hind it, is open to members of all chapters in Regions 
and IV. 

The Detroit Chapter of the Society is hosting the Con- 
ference. General Chairman of the Conference Com- 
mittee is Henry K. Wallstrom, The J. L. Hudson Com- 
pany, Detroit. 

Subjects already selected and chapters assigned to 
handle them are as follows: 


committee feels that there should not be any 
conflict between the “textbook” and the research 
project. The committee’s recommendation is to 
include the glossary in the Textbook and also to 
issue it as a separate research bulletin. i 
Robert W. Eklund for 


Carl O. Wessman, Chairman 


COOPERATION WITH UNIVERSITIES 
— Milwaukee 


DIRECT COSTING — KEY TO EFFECTIVE 


PROFIT PLANNING AND BUDGETARY 
CONTROL — Toledo 


CONTROL BUDGETS — SHORT RANGE 
— Joliet - Kankakee 


PROFIT IMPROVEMENT OR PLANNING 
— Fox River Valley 


FORECASTING — USING MACHINE 
METHODS — Chicago 


RETURN ON INVESTMENT — Kalamazoo 


> i 
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COME ST. LOUIS! 


12th ANNUAL 


NATIONAL CONFERENCE 
May 17-18, 1962 


At The Chase-Park Plaza Hotel 


An expert group of speakers and panel mem- Remember the message of the telegraph office. 
bers — a discussi f subjects th ill benefi 
i ion of subjects that wi nefit “COME TO ST. LOU, 


both you and your company! IN SIXTY-TWO” 
Live television shows originating in the hotel — 


JAMES J. HUGHES 
Combustion Engineering, Inc. 
den unparalled in the world — these also await 5319 Shreve Avenue 


you in St. Louis! St. Louis 15, Missouri 


a new Planetarium, duplicated in fewer than 
six large cities — the Climatron, botanical gar- 


CINCINNATI HOSTS MEETS 


The Tri-States Regional Meeting—Cincinnati, Indianapolis, Louisville, 
Columbus and Dayton Chapters — was held at the Netherland-Hilton 
Hotel in Cincinnati on Friday, October 13. Host chapter was Cin- 
cinnati. Clem Buenger was Chairman of the Conference. 


The National Joint Planning Committee as well as the Executive 
Committee of the National Society for Business Budgeting also met 
at the Netherland-Hilton Hotel on Friday, October 13. 


On Saturday, October 14, the National Board of Directors met at 
the Hotel Mariemont to deliberate and resolve the problems of the 
Society. 


- 


he 
hor 
4 
4 
~ 
id 
i 
‘ 


Al 
1 
he 


be 
\ 


